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Editorial 


N the opinion of President Roosevelt, 

“the finances of the Government 
are on a sounder basis of credit than 
ever before in history.” This is a 
strong statement and highly interesting 
if true. The banks—stuffed as has been 
said with obligations representing a 
deficit in the public revenues—would 
like to believe it. With expenditures 
far outrunning receipts, and with the 
huge and constantly increasing deficit, 
and with a balanced budget not in sight, 
it is difficult to discover the grounds on 
which the President’s assertion was 
based. Possibly, when making this 
statement, he was in a Mark Taplevish 
mood, and it may also be borne in mind 
that Mr. Roosevelt is a candidate for 
re-election and naturally wishes to place 
in as favorable light as possible the 
fiscal policies for which his Administra- 
tion is responsible. 

With the extreme optimism of the 
President in regard to the sound basis 
of the public credit there are many 
authorities who do not agree. They 
even regard the present situation as pre- 
carious, and one in which there is some 
danger to the banks should there be 
even a moderate decline in prices of 
Government obligations largely held by 
member banks. That immediate appre- 
hension from this source may be dis- 
counted is a view heretofore expressed 
in these pages. It must be borne in 
mind that, in case of necessity, means 
are not lacking at the Treasury to sus- 
tain the market for its bonds. 

Secretary Morgenthau has _ recently 
said that the market was the acid test 
for the public credit. But the kind of 
acid being applied in this test is con- 
siderably diluted. All this is well 
known without further specification. 

The recent offering of long-term 
bonds may be taken as an evidence of 
4 return to more normal methods of 
Procedure in fiscal financing. 
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Comment 


It may be open to question whether 
or not Government credit is on a 
sounder basis than ever before. But 
the heavy oversubscription for this lat- 
est issue of Federal securities indicates 
a strong demand for them, especially 
in view of the lack of demand for credit 
from other sources. 
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BANKING has entered the political 
campaign in rather an odd way. 
Colonel Frank Knox, Republican candi- 
date for Vice-President of the United 
States, has been quoted as having said 
in a campaign speech in Pennsylvania: 
“Today no life insurance policy is se- 
cure; no savings account is safe.” This 
statement, made in the course of a po- 
litical speech, was clearly enough a 
criticism of the policies of the present 
Administration, and did not refer to the 
banking system of Pennsylvania, much 
less to any particular bank in that state. 
But nevertheless the secretary of bank- 
ing did not regard it exactly in that 
light. He pointed out that there is a 
Pennsylvania statute which makes it a 
punishable misdemeanor to utter, cir- 
culate or transmit false or derogatory 
statements affecting the standing of any 
bank or financial institution in that 
commonwealth. The secretary called on 
Colonel Knox either to retract his state- 
ment or to supply proof of its accuracy. 
Failing such retraction or proof, the 
statement would be referred to the 
Attorney-General of Pennsylvania for 
whatever action he might consider ad- 
visable. 
A nice question is here involved. If 
a candidate for public office is to be 
prevented by a state law from express- 
ing his conviction of the effect of Fed- 
eral policies on state institutions, in- 
cluding banks, the freedom of speech, 
so carefully guarded by the Constitu- 
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tion of the United States, will be seri- 
uusly impaired. 

It would seem to be a strained con- 
struction of Colonel Knox’s statement to 
interpret it as a false or derogatory 
statement affecting the standing of any 
Pennsylvania bank. He might plead as 
an excuse that the statement was true, 
but in so doing might incur the danger 
of the application of the principle, the 
greater the truth the greater the libel. 

The Republican candidate for Vice- 
President has probably not incurred the 
danger of coming into serious conflict 
with the banking laws of Pennsylvania. 
As an amusing incident to a somewhat 
drab political campaign this tempest in 
a teapot is not unwelcome. 
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"THE proper ratio between banking 

capital and deposits is receiving 
fresh attention in England. Comment- 
ing on the capital structure of British 
banks, The Economist says: 


Discussions of banking problems usually 
range around such questions as the proper 
relation between cash and deposits and the 
nature and distribution of the banks’ earn- 
ing assets. Matters concerned with capital 
and reserves are generally taken for 
granted, on the implicit assumption that it 
is the banks’ own business to see that both 
are adequate, and that in Great Britain 
they are invariably ample. The question, 
however, merits more detailed treatment, 
partly because of its historical interest and 
partly because it raises certain important 
issues. 

Banking capital has a twofold function. 
In the first place, a bank must immobilize 
a certain part of its resources in fixed as- 
sets such as premises. The second—and 
more important—function of a bank’s capi- 
tal is to serve as a shield to deposits, for 
if a bank’s assets depreciate, the loss falls 
on the bank’s capital and reserves before 
it descends upon deposits. 


While many banks in the United 
States have long been careful to main- 
tain a proper ratio of capital to de- 
posit liabilities, others have not done 
so, but it is to be noted with satisfac- 
tion that this matter is being taken into 
consideration in administering the af- 
fairs of the Federal Deposit Insurance 
Corporation. 
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HE lure into green pastures, beside 

the still waters, which President 
Roosevelt so beautifully held out in a 
recent speech, may be considered from 
its purely psychological aspect, devoid 
of politics. It is an alluring dream, 
but if indulged too much may become 
our master, as Kipling has warned us. 
Against the seductive charms of this 
delectable prospect Americans may well 
be prepared, for it is evident that be- 
fore reaching this goal much rough 
sledding is ahead for them. 

Government support of so many, so- 
cial security, $200 a month for the aged, 
the green pastures—all most alluring; 
but the strenuous life, preached by an 
earlier Roosevelt, will most likely be 
the one which most of us are condemned 
to follow. 

A leading London newspaper has re- 
cently expressed concern at what it 
considers the softening of British char- 
acter. Are we, descendants of pioneers, 
already looking to ease rather than to 
the struggle, to rest rather than to 
work? 
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ITHIN a few days, after the tumult 

and the shouting of the political 
campaign have subsided, the voters of 
the country will proceed to render their 
verdict. It is a happy part of our po- 
litical system that the heat engendered 
in these campaigns rapidly subsides the 
day after the election. Defeated candi- 
dates do not, as in some other lands, 
nurse their defeat and seek by revolu- 
tion to reverse the verdict of the voters. 
They accept the result, with disappoint- 
ment, no doubt, but ascribe it to a lack 
of votes, and accept the result with the 
hope of doing better next time. 

The contest this year rested on the 
rejection or acceptance of the policies 
of the Roosevelt Administration. What 
these policies are is well known, and 
those who are satisfied with them will 
vote for their continuance, and _ those 
who think otherwise will vote the other 
way. And whatever the result, the 
country will continue to exist and in 
time will again achieve a solid pros 
perity. 
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Certain of the monetary policies of 
the Administration have seemed to 


THE BANKERS MAGAZINE unwise and 
harmful to the best interests of the 
people, but they have played an in- 
conspicuous part in the campaign. 


© 
FEDERAL RESERVE banks are show- 


ing heavy decline in their net 
earnings, and for the last six months 
the full amount of dividends was not 
earned. Since these institutions were 
not designed primarily for profit, this 
failure to earn the fixed return on their 
capital need not be viewed with too 
much concern, although the banks, sole 
holders of the shares of these institu- 
tions, would no doubt like to have a 
fair return on their compulsory invest- 
ment. 

Falling off in interest on Government 
securities and slack demand for loans 
and rediscounts by member banks make 
it dificult to conduct the Reserve banks 
with profit. As conditions change, their 
earnings will make a better showing. 

It may become apparent, in the light 
of further experience, that half the 
number of Federal Reserve banks 
would be adequate to meet the services 
they were intended to supply. 


© 


Y announcing that it would take 

care of the payment of their bills, 
one of the New York savings banks 
has caused a discussion as to whether 
or not this service does not constitute 
an invasion of the field belonging to 
the commercial banks. To this it might 
be replied, that since the commercial 
banks have gone into the savings bank 
field, they should not be surprised to 
witness a return of courtesies. 

For a long time many trust com- 
panies confined their activities to lines 
of business indicated by their title and 
charters. Gradually, they developed 
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into the exercise of banking functions. 
As was to be expected, the commercial 
banks, to meet this competition, de- 
manded and obtained the right to exer- 
cise trust functions. Thus our banking 
institutions have become of mixed char- 
acter. One of the problems now en- 
gaging the attention of bankers is the 
separation of investment from commer- 
cial banking, and more especially to 
create conditions under which time de- 
posits will become what their designa- 
tion implies, and not payable on de- 
mand and without notice. The invest- 
ment of demand deposits in long term 
obligations is regarded by bankers with 
growing disfavor. 
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[ NDEPENDENT bankers, holding a 

convention in Minnesota, recently, 
have taken a strong attitude against the 
further extension of branch banking. 
This controversy is an ancient one, and 
the arguments on both sides quite 
familiar. 

It seems safe to say that under inde- 
pendent banking this country has de- 
veloped more rapidly than would have 
been the case had the branch system 
prevailed. The reason for this belief 
rests upon the intense desire of the 
local bank to build up its own com- 
munity, and the further fact that’ this 
desire was made effective by reason of 
the control which the local bank was 
able to exercise over its funds. 

Whether our development under the 
branch system would have been less 
rapid but safer is another question. The 
mortality among the independent banks 
has been large, though by no means 
inconsiderable among the branch sys- 
tems. 

Probably, of more importance than 
banking systems is a sound political 
and economic structure, better business 
methods, and above all, better bank- ' 
ing, whether branch or independent. 
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The A.B. A. 


Convention 


By MaAtcoitm Davis 


HE sixty-second annual convention 

of the American Bankers Associa- 

tion, headquartered at the St. Fran- 
cis Hotel, San Francisco, during Sep- 
tember 21-24, is now etched into the 
history of American banking. 

Piloted expertly around political 
shoals, the convention sailed with ap- 
parent serenity over waters whose sur- 
face, at least, was calm enough. 

The association, spearhead of current 
banking thought, convened during a 
presidential election year of prime im- 
portance. While no banker raised a 
political voice, regardless of personal 
convictions, the bankers’ sense of duty 
developed many constructive criticisms, 
expressed with puritanical nonpartisan- 
ship. 

Even the election of officers for the 


coming year belied the storm warnings 
preceding it and breezed gently into the 


records. In fact the convention seemed 
becalmed as the nominating committee 
reported, and as the. delegates unani- 
mously accepted that report. 

In accordance with custom, Tom K. 
Smith, president, Boatmen’s National 
Bank, St. Louis, Mo., was named presi- 
dent of the association. Orval W. Adams, 
executive vice-president, Utah State 
National Bank, Salt Lake City, Utah, 
was elevated from the association’s 
second vice-presidency to first vice- 
president. In line for the presidency 
of the association two years hence be- 
came, as was generally forecast, Philip 
A. Benson, president, Dime Savings 
Bank, Brooklyn, N. Y., with his elec- 
tion to succeed Mr. Adams as second 
vice-president. 

The opening general session was ad- 
dressed by Robert V. Fleming, presi- 
dent, Riggs National Bank, Washington, 

. C., and president of the association. 
While Mr. Fleming took particular 
pains to avoid any political coloring in 
his remarks, he did present a studied 


analysis embracing several important 
national problems. 

Duplicated taxes, uncertainty of our 
tax system, the social implications of 
the new penalty tax on undistributed 
corporate earnings, and the unemploy- 
ment problem became subjects of the 
speaker’s constructive remarks. 

Following Mr. Fleming, the delegates 
were addressed by Lindsay Bradford, 
president, City Bank Farmers’ Trust 
Co., New York City. Measuring his 
words carefully, Mr. Bradford recom- 
mended even greater care and conserva- 
tism in the management of bank port- 
folios. He advocated three basic prin- 
ciples as guides to better, sounder fi- 
nancial service—to wit: limiting the 
bank’s portfolio to high grade credits, 
less emphasis on capital gains, and con- 
finement of holdings to promptly mar- 
ketable securities. 

Also scheduled to speak at the open- 
ing session was Jesse H. Jones, chair- 
man of the Reconstruction Finance Cor- 
poration, Washington, D. C. A letter 
from Mr. Jones to Mr. Fleming, en- 
tered into the records of the meeting, 
expressed his regrets at being unable to 
attend. The reason stated was that his 
health, while improved, still made it 
unwise for him to subject himself to the 
strain of meeting his many friends and 
addressing the convention body. 

The second general session of the con- 
vention welcomed as its initial speaker 
Leroy A. Lincoln, president of the Met- 
ropolitan Life Insurance Company. 
Mr. Lincoln stressed the soundness of 
national health, . . . “no small matter 
when we consider how essential health 
is to every other human activity.” He 
also pointed out that insurance records, 
through declining demands for policy 
loans and cash surrenders, indicated a 
better economic foundation. 

Mr. Lincoln’s remarks on social se- 
curity wound about the subject of his 
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talk, “Make Haste Slowly.” He warned 
against the unbearable tax burden that 
might result from too lavish a generos- 
ity which “may entirely destroy our 
ability to take reasonable care even of 
those who may be in direct need.” 

Gilbert T. Stephenson, vice-president, 
Equitable Trust Company, Wilmington, 
Del., second speaker on the morning’s 
program, developed, in an inspired talk, 
the close, cohesive relationship between 
the banker as executive head, and the 
trust man as administrative head, in the 
performance of trust service. 

This theme of close association be- 
tween banker and trust man was a con- 
tinuing accompaniment to Mr. Stephen- 
son’s other remarks (even though he 
never mentioned the SEC). The speaker 
advocated taking the mystery out of 
trust service, the simplification of trust 
terminology, standardization of trust 
service fees, standardization of trust 
company statements, increasing  ac- 


cessibility of trust services where no 
facilities for such service now exist, in- 
creasing the availability to the public 


generally through the common trust 
fund, special training for trust service 
employes, and the formation and adop- 
tion of a statement of principles by trust 
institutions. 

Following Mr. Stephenson’s address, 
the report of the nominating committee 
was received and unanimously adopted, 
as previously mentioned. 

The closing general session was first 
addressed by Charles Francis, president, 
General Foods Corporation. During 
his talk Mr. Francis revealed the results 
of two surveys: one asked 7400 bankers 
what they believed people thought of 
them; the other asked 50,000 citizens 
what they thought of bankers. Gener- 
ally speaking, the results indicated that 
bankers felt a public antipathy towards 
them, while the citizens believed in the 
necessity of savings but felt that bank- 
ers were unfriendly and not doing their 
part to help business and employment. 
He also scorned the idea that America 
could progress no further, saying that 
we suffer from underproduction rather 
than overproduction. 

Merle Thorpe, editor and publisher 
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of Nation’s Business, then broke the non- 
partisan circle that had surrounded the 
convention. Taking advantage of his 
position as an outsider, Mr. Thorpe de- 
livered a bristling address which en- 
deavored to link New Deal monetary 
theories with those of Karl Marx. Cen- 
tralization of credit in the hands of a 
state monopoly is the basis for state 
control of all industry, Mr. Thorpe as- 
serted. By quoting from Marx, and 
then from Marriner S. Eccles, chairman 
of the Board of Governors of the Fed- 
eral Reserve System, he sought to as- 
sociate the reasoning of one with the 
other. He warned that America must 
soon choose between “the democratic 
method of handling people’s savings 
through bankers, or put these savings 
into the control of a political adminis- 
tration.” This issue is “the struggle be- 
tween political power and _ individual 
freedom and initiative.” 


*‘Business and Education’’ 


“Business and Education” was then 
discussed by Leland Whitman Cutler, 
president, board of trustees, Stanford 
University. Mr. Cutler pointed out that 
education, whose level is the intellectual 
level and moral integrity of the teachers 
themselves, is a training that molds the 
mind of youth along right thinking 
channels. But education, of itself, can- 
not earn a living. While schools and 
universities can present _ intelligent 
youngsters to the business world, busi- 
ness must give youth a fair chance. 
“Lads learn to walk in sunshine,” Mr. 
Cutler said, “and if you now and ther 
just match your step to theirs, they will 
know how far their stride can go before 
their pace is yours. Some day when 
you least expect it, they will take your 
traditions into tomorrow’s sunshine and 
in that sunshine build traditions of their 
own from the materials you have taught 
them how to use in youth, and from the 
remembrance of your own workman- 
ship.” 

Time has permitted but a_ brief 
resumé of the general sessions. In ac- 
cordance with established custom, THE 
BANKERS MacazinE will publish in the 





ROBERT V. FLEMING 


Retiring president of the American Bankers Association. 
Under Mr. Fleming’s tactful administration the association 


has enjoyed a year of unusual progress. 


He is president 


of the Riggs National Bank, Washington, D. C. 


November issue a thorough digest of 
all convention sessions—including the 


National Bank Division, State Bank 
Division, Savings Division and Trust 
Division. 

It is but appropriate at this time that 
some tribute be paid to the hospitality 
of the San Francisco bankers. These in- 
defatigable individuals had a strenuous 
two weeks acting as hosts first to sev- 
eral hundred trust company executives 
of Pacific Coast and Rocky Mountain 
states congregated in San Francisco for 
a regional trust conference. Hosts, too, 
to the Association of Bank Women 
whose annual convention also preceded 


the A. B. A. meetings. And, finally, as 
hosts to the 4000 registered delegates 
and guests of the A. B. A. 

The frank welcome, the sincere friend- 
liness, the careful attention to small de- 
tails, the deftness in caring for each 
visitor, and the quality of the entertain- 
ment provided will leave lasting im- 
pressions in the minds of all visitors. 

Truly, San Francisco bankers and 
their fellow San Franciscans demon- 
strated that the easy charm of San 
Francisco is a quality inherent in both 
city and inhabitants. 

San Francisco, 


September 24, 1936. 





A mountain 10,000 feet high, 
rising above a high plateau, is 
not so impressive as a cliff tow- 
ering a sheer 5,000 feet from 


the valley floor. 


‘Ad increase of 50% in legal re- 


serve requirements affects least 
that bank which has taken steps 
to collect its out-of-town items 
in the quickest possible time. 


Take advantage of our con- 
tinuously operating transit and 
collection departments in con- 
verting your ‘‘due from banks”’ 
into available reserve. 
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The Bankers’ Interest in 


100” MONEY 


By Irvine FisHer, LL.D. 


Professor Emeritus of Economics, Yale University 


ANKERS are motivated, as others 

are, by the desire to make money, 

to be constructive, and to bear a 
good reputation. 

The depression has seen them losing 
money, being destructive, and bearing 
a bad reputation. 

Naturally they have resented being 
blamed for the depression. Is it not 
time, therefore, that they should know 
what caused the depression and how to 
avoid it in future? 

A St. Louis banker, W. L. Gregory, a 
year ago had an article in The Mid-West 
Banker answering this question em- 
phatically in the affirmative. It was en- 
titled, “Pay Your Debt, Mr. Banker,” 
and favored the 100 per cent. money 
system as the final solution. 

It is not enough to say that the bank- 
ers’ intentions were good, that each in- 
dividual banker had to call loans and 
refuse to renew loans and sell securities 
in the interest of his depositors. 

I would be the last to question these 
good intentions. But unless and until 
the bankers as a class see clearly, as a 
few already do, that these good inten- 
tions paved the road to hell, we shall, 
in a few years, be traveling that road 
again. 

The bankers have a responsibility as 
a class as well as individually. Indi- 
vidually they are above the average 
citizen in integrity, and to be accused 
of being below the average during the 
depression, has been, to that extent, an 
injustice. 

But as a class the bankers caused this 
depression. The fact that the individual 
banker was helpless and had to do as 
the rest did in self-defense is a good 
excuse for him as an individual but not 
for his class as a class. For it is the 


banking system as a whole which is at 
fault. 

As I began writing this article, I re- 
ceived a letter from a leading banker 
of New Jersey ending with these omin- 
ous words: “We are playing with fire 


“The conservative President 
John Adams looked on bank con- 
trol over money with horror; and 
he was right. It is no more the 
business of a bank to issue money 
(create demand deposits) and so 
determine the value of a dollar as 
a unit than for the Standard Oil 
Company to determine the gallon 
as a unit of capacity. One writer 
believes such money creation and 
destruction by banks could be 
proved, before the Supreme Court, 
to be unconstitutional in law as 
it certainly is in spirit.” 


when we trust to a 314 per cent. re- 


serve.” If that sentence could once be 


burned into the consciousness of every 
banker in the United States, and all the 
proper inferences drawn from it, we 
would and could have no more depres- 
sions like that from which we are now 
emerging. 

The writer of that sentence was Robert 
D. Kent, formerly president of the Mer- 
chants Bank of Passaic. He has, for 
years, shown himself to be an excep- 
tional banker in recognizing the influ- 
ence of the banking system as a whole. 
He was a chief author, behind the scenes, 
of the Aldrich-Vreeland emergency 
banking act preceding the Federal Re- 
serve Act. He was one of the first 
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bankers to associate himself with the 
stable money movement which, since, 
has swept over a large part of the earth 
and has been crystallized into law in 
many countries, beginning with Sweden 
in 1931. 

In this country we have made a good 
start, thanks chiefly to President Roose- 
velt and Mr. Eccles, now chairman of 
the Board of Governors of the Federal 
Reserve System. 

Yet I venture to doubt whether, as 
yet, many American bankers realize how 
important for them as a class and for 
the country as a whole was this begin- 
ning of a renovation of the Federal Re- 
serve System, still less how important 
it is to finish the job, and exactly what 
is required to accomplish this. 

Four great steps forward have been 
taken. The first was the President’s 
radio message to the London Economic 
Conference on July 3, 1933, stating: 

“The United States of America seeks 
the kind of a dollar which, a generation 
hence, will have the same purchasing 
power and debt-paying power as the 
dollar we hope to attain in the near 
future.” 

The second was the passage, against 
great and ignorant opposition, of the 
Banking Act of 1935, under Title II of 
which the Federal Reserve Board has 
new powers to help bring about a stable 
dollar including the power to double 
reserve requirements. 

The third was the appointment of an 
entirely new Federal Reserve Board 
headed by Mr. Eccles. 

The fourth was the recent action of 
the new Federal Reserve Board in rais- 
ing by half the reserve requirements 
behind checking accounts. 

But further steps are required. Two 
are of the greatest importance, namely, 
first, to amend Title IT so as to extend 
the powers of the Board to raise re- 
serves until a full 100 per cent. reserve 
of actual money can and shall be put 
behind all checking accounts and, sec- 
ond, to pass legislation requiring the 
Board to use its vast powers in accord- 
ance with Article I of the Constitution 
of the United States “to regulate the 
value of money,” thus following the 
example of Sweden, England, “Ster- 


lingaria,” and China, or over half the 
world. 

Increasing reserves by one-half has 
greatly reduced the “excess” reserves 
which were an inflation menace. But 
that menace has not disappeared and 
can never disappear 100 per cent. until 
a 100 per cent. reserve is reached. 

Moreover, to stop short of a full 100 
per cent. even by 1 per cent. would give 
us only temporary safety. For the 
tendency would then be toward reduc- 
tion. There was never any tendency to 
reduce the 100 per cent. reserve of gold 
behind our gold certificates. No plea 
for substituting 40 per cent. on the 
ground that 40 per cent. would be safe 
enough was ever made. No one ever 
even proposed a reduction of a single 
per cent. Why? The reason was that 
gold certificates, just because they had 
a full 100 per cent. reserve behind them, 
were never thought of as in the same 
class as national bank notes or Federal 
Reserve notes, or demand deposits. The 
latter were thought of as obligations 
behind which were some earning assets, 
with the ever-burning desire to increase 
these assets at the expense of the “idle” 
cash reserve. The gold certificates, on 
the other hand, were thought of as mere 
warehouse receipts for a trust fund. 

But see what has happened to our 
Federal Reserve System. When it was 
started, its chief purpose was to 
strengthen bank reserve. That is why 
it is called the Federal Reserve System. 
But it has ended by weakening our re- 
serves because the original reserves 
seemed to the bankers, eager for more 
earning assets, needlessly strong. Had 
those reserves been made 100 per cent. 
to start with, such weakening would 
never have taken place; for the question 
of earning assets would not have ob- 
truded itself. 

In my book, “100% Money,” other 
examples have been given. The whole 
history of banking has been a losing 
fight against lowering reserves. Bank- 
ing started with a 100 per cent. reserve 
as in the Bank of Amsterdam. It ended 
with the 31% per cent. reserve require- 
ment of the Federal Reserve System. 

Few seem to realize that we have had 
so low a requirement, for the Federal 
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Reserve banks obscure the fact. While 
the average commercial bank has (until 
the recent increase) been required to 
keep $10 of reserve behind each $100 of 
demand deposits, all of this $10 could 
be on deposit with the Federal Reserve 
banks, which in turn, only needed to 
have 35 per cent. or $3.50 of reserve 
behind this $10. This $3.50 is, there- 
fore, the only actual money required 
behind every $100 of the checking ac- 
counts of the nation, its chief circulat- 
ing medium. 

No wonder that the two depressions 
under this Federal Reserve System have 
been the sharpest in our history! 

The evil of low reserves is not simply 
the risk of the individual bank’s in- 
solvency nor the risk of runs. Inci- 
dentally, a 100 per cent. reserve would 
banish those risks. But the far greater 
evil we now suffer from is the disturb- 
ance of the money supply. Every banker 
should learn and face the fact that any 
reserve against checking accounts less 
than the full 100 per cent. puts the 
banker in the awkward position of often 
having his interest in conflict with the 


public interest. 

When, as they did a few short years 
ago, bankers get in a stampede to call 
loans, refuse new loans and sell securi- 
ties, they may (as they did in Canada 
and England) succeed in saving their 
own skins; but they do this at the ex- 


pense of the public. They impose on 
the public a money famine. 

This depression, more than anything 
else, has been a money famine. In the 
United States we lost eight billion dol- 
lars of demand deposits between the 
1929 stock market crash and 1933. 

When dollars are scarce, they are 
dear; that is, the price level falls. When 
that happens, profits fall still faster. 
Business feeds on profits, and when 
profits fall, business falls and often 
fails and discharges employes. Thus 
the two tragic characteristics of a de- 
pression, failures and unemployment, 
are obvious results of the action of 
bankers to protect themselves. 

To raise reserve requirements by one- 
half looks big, but is small. For it only 
means a cash reserve requirement of 
544 per cent. instead of 314 per cent. 
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Even to double the 31% per cent. re- 
quirement, which is all that the present 
law allows, would mean only 7 per 
cent! 

It seems a bold step to raise reserves 
from 34% per cent. or even from 7 per 
cent. up to 100 per cent. Yet it must 
be recognized as a conservative not a 
radical proposal. I have also shown 
important precedents including that re- 
specting note issues under the Bank of 
England Act of 1844 still in force, to 
say nothing of the Bank of Amsterdam 
of two centuries earlier, as well as 
others. 

It has also been shown that this old, 
tried, and _ ultra-conservative system 
could be reintroduced without shock. 
In fact, there is more than one way. 
The one which most bankers prefer who 
have examined this “new” idea enough 
to become enthusiastic about it relies on 
service charges for the handling of 
checking accounts, to take the place of 
the earning assets now behind those 
accounts. 

Time and savings accounts would, of 
course, have earning assets behind them. 

In fact the proposed system would 
speedily lead to far greater profits in 
banking than now. There would be 
more loans and investments, not less. 
But carrying checking accounts would 
become a mere public service paid for 
as rendered. 

That the public would accept these 
charges has been recently proved by the 
success of the CheckMaster plan devised 
by Alexander Efron, vice-president of 
the National Safety Bank and Trust 
Company of New York. A number of 
banks, large and small, have recently 
introduced this plan, charging small ac- 
counts five cents for every check drawn 
and every item deposited. One bank 
charges ten cents; but even the five cent 
charge yields a satisfactory profit. 

With a 100 per cent. reserve a check- 
ing account would become a trust ac- 
count. It would no longer be thought 
of as an obligation of the bank but as 
representing something belonging to, 
and kept in storage for, the depositor, 
just as the gold certificates were thought 
of. A deposit to be used as money will 
then be money, actual money in a safety 
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deposit vault. This actual money could 
be transferred by check or withdrawn 
and carried in the pocket without em- 
barrassing the bank and without affect- 
ing the quantity of money in circulation. 
There could be no money famine, no 
alterations of feast and famine now 
called booms and depressions. 

And all this would come about be- 
cause bankers would cease to create 
and destroy the nation’s circulating 
medium. Whether that circulating 
medium were kept in pockets and passed 
by hand or stored in banks to be trans- 
ferred by check would not affect its 
quantity. It would be indestructible 
and uncreatable except as the official 
monetary authority could create it to 
satisfy the requirements of such a law 
as in Sweden. 

The plan would recognize that coin- 
age (creating money) is a government 
function as provided in the Constitu- 
tion. We cannot permit 15,000 banks 
to act as so many little independent 
mints with no central responsibility as 
to the aggregate production or destruc- 
tion of the nation’s circulating medium. 

The governmental power “to coin 
money and regulate the value thereof” 
should result in making the dollar 
stable in purchasing power according 
to an official index number as _ in 
Sweden. 

Thus the monetary function is simply 
the function of supplying the public 
with a yardstick of value just as the 
Government Bureau of Standards sup- 
plies a physical yardstick and other 
measures and weights as also provided 
in Article I of the Constitution. 

The conservative President John 
Adams looked on bank control over 
money with horror; and he was right. 
It is no more the business of a bank to 
issue money (create demand deposits) 
and so determine the value of a dollar 
as a unit than for the Standard Oil 
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Company to determine the gallon as a 
unit of capacity. One writer believes 
such money creation and destruction by 
banks could be proved, before the Su- 


“The evil of low reserves in not 
simply the risk of the individual 
bank’s insolvency nor the risk of 
runs. Incidentally, a 100 per 
cent. reserve would banish those 
risks. But the far greater evil we 
now suffer from is the disturbance 
of the money supply. Every 
banker should learn and face the 
fact that any reserve against 
checking accounts less than the 
full 100 per cent. puts the banker 
in the awkward position of often 
having his interest in conflict with 
the public interest.” 


preme Court, to be unconstitutional in 
law as it certainly is in spirit. 

On the other hand, if once we restored 
to Caesar the things which are Caesar’s 
—the “coin of the realm”—banking as 
money lending could be freed of all or 
almost all the complicated and vexa- 
tious restrictions and regulations to 
which it is now subjected. 

Insurance of bank deposits would be 
needless as would innumerable other 
and earlier interferences with banking 
by government. 

These restrictions have been mostly 
due to the fact that banking has gradu- 
ally gotten out of its proper field of 
money lending into the field of money 
creation (and destruction). 

If I may end with a play on words, 
bankers will “make” money more suc- 
cessfully if they will give back to the 
Government the power actually to 
“make” money. 
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Common Stocks as Trust Investments 


By Harotp EcKHART 
Vice-President and Secretary, Harris Trust and Savings Bank, Chicago 


N discussing trust investments with 

particular reference to the use of 

common stocks, I realize that I am 
tackling a subject on which there are 
decided differences of opinion, but at 
the same time, a subject that has been 
and is commanding the attention of 
trust officers and beneficiaries of trusts 
in every section of the country. 

The question of trust investments is 
always an interesting one and at pres- 
ent is very perplexing due to the con- 
ditions now surrounding us and which 
have been with us for several years. 
Therefore, it seems desirable that we 
consider carefully what course will 
most likely be the safest to follow. 

It is, of course, understood that this 
discussion relates only to those trusts 
where the trust instruments or the law 
give the trustee, without question, the 
right to invest in common stocks. 

The reasons most prominently urged 
for investing trust funds in common 
stocks during the past several years are 
that income would be increased, that 
losses on investments might be re- 
couped, that some additional diversifi- 
cation would be secured, and that they 
would be a hedge against inflation, 
with much of the emphasis on the last 
mentioned reason. 

So far as increasing the income of 
trusts is concerned, many common 
stocks have performed well, especially 
where the stocks were bought during 
the last five years. However, on the 
whole, the yield from the high grade 
common stocks has been pretty much 
in line with the income on high grade 
bonds, at least until the recent refund- 
Ing operations became so pronounced. 
iso, where stocks were bought under 
circumstances just described, many of 
them have experienced a substantial in- 
crease in market value. The question 
therefore arises as to when they should 
be sold in order that the paper profits 
may be converted into real profits. 


During the so-called “New Era” of 
1928 and 1929 we did not hear so much 
about buying common stocks as a hedge 
against inflation as we do today. Pos- 
sibly we were speaking a different 
language then. Today we hear on 
every side, people advocating the pur- 
chase of common stocks for that pur- 
pose. I agree that there might be some 
stocks which would afford some meas- 
ure of protection but I am not sure 
that our crystal ball will tell us at this 


This article is taken from an ad- 
dress made by Mr. Eckhart at the 
Pacific Coast Trust Conference in 
San Francisco. 


time just which stocks these may be. 
I am inclined to believe that we might 
have to experience a high degree of in- 
flation and then employ hindsight to 
pick the stocks, only to find that we 
were too late. 

In the “New Era” stocks were popu- 
lar with the public and at that time 
trustees were urged to buy them, not 
only by beneficiaries but by some 
students of finance, even though better 
yields were obtainable from good 
bonds. I think I am reasonably safe 
in saying that the vast majority of trust 
companies did not invest very large 
amounts in stocks during that period 
and they lived to see the day when 
they were glad that they had resisted 
temptation. It is true that certain stocks 
might have been purchased at that time 
which have given a fairly good account 
of themselves during the depression, 
but on the whole, trustees who stuck 
to high grade bonds during the “New 
Era” probably enjoyed better sleep and 
acquired fewer gray hairs. The record 
of bonds is far from perfect, but the 
type of bonds which trust companies 


289 





290 


for the most part have been in the habit 
of buying have, in the main, performed 
well. 


A Hedge Against Inflation? 


In talking about inflation, probably 
most of us think in terms of a reduced 
purchasing power of the dollar. If it 
is against this reduced purchasing 
power that we want to protect our in- 
come beneficiaries, then the dividends 
on the stocks we buy would have to in- 
crease in the same proportion as the 
purchasing power of the dollar de- 
creases. This would be fine if it would 
happen, but there might be some in- 
fluences which would work against it. 
Higher taxes, higher wages, increasing 
need for more working capital to carry 
the mounting costs of inventories, not 
to mention the possibility of some de- 
gree of governmental regulation, would 
all have an adverse effect on dividend 
distributions. 


Moreover, the experience in other 
countries has shown us that as a gen- 
eral rule, common stocks have not been 
a completely effective hedge against 
drastic inflation. Under all the cir- 
cumstances, therefore, I believe we may 
conclude that trustees should not buy 
common stocks where the primary pur- 
pose is to hedge against inflation. 


Let us, for a few moments, look be- 
yond the present confused state of af- 
fairs and consider the use of common 
stocks as investments for trust funds as 
a general policy. 

I was asked to assemble the views of 
representative trust companies. To ac- 
complish this I sent out a questionnaire 
to over fifty institutions in thirty-six 
different cities located in all sections of 
the country. I asked five questions, and 
while the answers were frequently 
qualified, as you might well imagine, 
and indicated that definite formule 
were not being followed, I believe it 
has been possible to interpret the an- 
swers with reasonable accuracy and thus 
prevent a sort of composite of the poli- 
cies of trust companies on this interest- 
ing subject. 

The first question I asked is the one 
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that is probably raised most frequently, 
namely: 


“Is it your practice to buy common 
stocks for trust funds when you have 
the full responsibility and when a will 
or trust agreement gives you specific 
authority to buy stocks?” 


Fifty replied, and of these, 18 indi- 
cated that they do not buy common 
stocks on their sole responsibility; 13 
indicated some reluctance in buying 
stocks, but stated that they had done so 
under certain circumstances, but appar- 
ently it was the exception rather than 
the rule; 19 stated rather definitely that 
it was their policy to buy common 
stocks. 

Realizing, of course, that many wills 
and trust agreements provide for co- 
trustees or make provisions for certain 
individuals who have the right to ap- 
prove or disapprove investments, | 
thought that a second question was in 
order, and accordingly asked: 


“Do you buy common stocks for trust 


funds when authorized to do so by a 
will or trust agreement, provided you 
have the approval of co-trustees or 
others whose approval you must receive 
when making investments?” 


I received the same number of re- 
plies to this question, namely, 50; 5 
reported that they would buy common 
stocks only in cases where some out- 
sider had been given the definite power 
to direct investments. All of the others, 
namely, 45, indicated that they would 
buy common stocks if supported by co- 
trustees or those who had the power 
to approve investments. A few of these 
stated their willingness to do so only 
occasionally and in exceptional cases, 
and a few others indicated their will- 
ingness in the event beneficiaries gave 
their approval. In other words, these 
first two questions brought out the point 
that most of the trust companies con- 
sulted would buy common stocks if 
they had someone to share the respon- 
sibility with them, but that trust com- 
panies are by no means unanimous in 
the adoption of a policy to buy on their 
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own responsibility, even though wills 
or trust agreements give them the au- 
thority to do so. 

In talking with trust officers, I have 
found that there is not only a differ- 
ence of opinion on the advisability of 
buying common stocks, but I have also 
found a great difference of opinion as 
to the proper percentage of common 
stocks which might properly be in- 
cluded in a trust fund, and accordingly, 
I asked a third question, namely: 


“If either or both the above questions 
are answered in the affirmative, what 
percentage of trust funds are you will- 
ing to invest in common stocks?” 


Forty-four trust companies replied to 
this question, which is about the num- 
ber heard from that would buy under 
certain circumstances. The _ percent- 
ages mentioned vary from 5 per cent. 
to 50 per cent., and one trust officer 
stated that his institution might go even 
above 50 per cent. if circumstances 
seemed to warrant. However, the higher 
percentages are apparently exceptional, 
and the replies seem to indicate that 
those trust companies which are buy- 
ing common stocks limit their purchases 
on the average to maximums of from 
25 per cent. to 30 per cent. Of course, 
many of the replies suggest smaller 
percentages for small trusts, and in- 
creased percentages for the larger 
trusts, and some of the replies would 
suggest that a good many of the trust 
companies do not favor stocks for the 
very small trusts. 

I tried to bring out the reasons why 
trust companies which buy common 
stocks have done so, and asked a fourth 
question, namely: 


“In purchasing common stocks, have 
you done so because you feel that they 
might serve as a hedge against inflation, 
or have you bought them for diversi- 
fication and income?” 


Forty-four replied to this question, 
and only 5 have indicated that their 
primary reason was to try to hedge 
against inflation; 16 stated that they 
bought them for all three reasons, in- 
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cluding 2 who said frankly that they 
had purchased common stocks in an at- 
tempt to make a profit. However, 6 of 
those replying in this manner indicated 
that consideration of stocks as an in- 
flation hedge was only a minor influ- 
ence. The rest of the answers indicated 
that stocks had been purchased for di- 
versification and income only and a 
careful reading of the answers to this 
question suggests to me that most of 
the trust companies are doubtful if 
common stocks as a class would prove 
to be a satisfactory hedge, and that their 
primary object is, therefore, to more 
properly diversify and to try to help 
out the income factor during this 
period of extremely low interest rates 
which are troublesome to all of our 
investment men, not to mention the in- 
come beneficiaries. 

In the many discussions I have had 
on this subject, in addition to the an- 
swers received on the questionnaire, I 
find that trust officers usually empha- 
size the diversification and income fac- 
tors when determining their policy in 
connection with the purchase of com- 
mon stocks. Also, they point out that 
many of the leading industrial corpora- 
tions of this country have no funded 
debt and some of them have no pre- 
ferred stocks, and accordingly, if one 
is to invest in a cross-section of Ameri- 
can industry, it is almost necessary to 
include some common stocks. 

My fifth and final question was to 
determine if the attitude of trust com- 
panies toward common stocks had 
changed in recent years, and accord- 
ingly I asked: 


“For how long a time has it been 
your practice to duy common stocks 
for trust funds?” 


Thirty-eight replied to this question, 
and only a few, notably trust companies 
in Massachusetts, state that they have 
bought common stocks over a_ long 
period of years. Most of the replies 
indicated that it is only in compara- 
tively recent years that trust companies 
have been paying particular attention 
to stocks for trust funds, and I would 
say that a good majority have been 
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buying only during the last three or 
four years. This would seem to sug- 
gest that all three points raised in my 
fourth question, namely, inflation, di- 
versification, and income, have been an 
influence in the consideration of this 
problem, because they are all factors 
that have been given considerable at- 
tention during the last five years. The 
question of inflation has apparently 
been the least influential. 

I did not have the effrontery to ask 
just what common stocks the trust com- 
panies were willing to buy, and I know 
that would not be a fair question. How- 
ever, I have had this question answered 
in general terms many times, and it 
seems to be the practice of trust com- 
panies, in the main, to approve stocks 
of the leading corporations within a 
variety of industries, paying particular 
attention to the stocks of those com- 
panies having relatively small debts and 
moderate amounts, if any, of preferred 
stocks, which have paid dividends 
throughout the depression, and have 
shown profits during at least most of 
the years of the depression, and which 
have had a long and successful record. 

It is clear that no set rules or for- 
mule can be laid down for our guidance 
in dealing with this somewhat contro- 
versial subject, but I believe that after 
considering some of the more important 
facts appertaining to it, we may arrive 
at certain helpful conclusions. 

May I repeat that this discussion re- 
lates, of course, only to those instances 
where the trustees have authority to 
purchase common stocks. 


Stocks as Vulnerable as Bonds 


If we examine the record of high 
grade common stocks over a long period 
of years, I think we are likely to feel 
that even those stocks may be more 
vulnerable marketwise than are good 
bonds, and that the income from them 


is somewhat less stable than from 
bonds. Therefore, with respect to those 
trusts where stability of income is im- 
portant, as is the case with practically 
all small trusts, common stock holdings 
should at most represent but a small 
percentage of the principal of those 
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trusts. On the other hand, where mod- 
erate fluctuations in the amount of in. 
come are not serious, the purchase of 
fair percentages of high grade common 
stocks seems proper. 

As all experienced investors are well 
aware, there is a dearth of high grade 
industrial bonds, and _ consequently, 
most trust portfolios contain rather 
large proportions of public utility and 
railroad bonds. Also, for some years 
past, it has been impossible to obtain 
substantial amounts of high grade real 
estate mortgages. Therefore, if a trust 
fund is to have the best diversification 
and have investments in some of the 
most substantial and successful indus- 
trial corporations, this purpose can be 
most readily accomplished through the 
purchase of their common stocks, be- 
cause many of such corporations have 
no funded debt or preferred stock. 

Although ll trust investments 
should, of course, be watched carefully 
in order that changes therein may be 
made as circumstances appear to war- 
rant, I believe that common. stocks 
should be watched even more carefully 
for the reasons which have been stated. 
Consequently, I believe that a trust com- 
pany which undertakes to purchase 
common stocks for trust funds should 
be in a position to support a well or- 
ganized statistical and research depart- 
ment. Moreover, it would appear that 
the list of approved common stocks 
should include those of successful cor- 
porations in a number of basic indus- 
tries and also a number of different 
corporations within each industry. 
Furthermore, I would suggest that in 
buying common stocks, it would be well 
to keep the unit of purchase somewhat 
smaller than in the case of bonds. For 
example, if the unit of purchase in 
buying bonds for any given trust would 
be $5000, I would favor making the 
stock units about half that amount. In 
other words, I would favor placing that 
part of a trust fund allotted for invest- 
ment in equities in a widely diversified 
list of common stocks selected from 
different industries and different com- 
panies within each industry. The di- 
versification principle should probably 
be applied even more strongly to stocks 
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than to other forms of investments as in 
this way a reduction or even an inter- 
ruption in the dividend payments of 
one or more corporations might not be 
serious. Generally speaking, I believe 
that a stock investment program is best 
suited to the larger trusts. 


Effect of New Tax Laws 


In addition to those factors which 
customarily must be observed in re- 
viewing trust investments, there has 
come into being within this year a new 
and very important factor appertaining 
directly to common stocks, namely, the 
new Federal law imposing heavy taxes 
on earnings which are not paid out in 
dividends. This law, it seems clear, 
will make common stocks less desirable 
for trust fund investment, because it 
will not only cause dividend payments 
to fluctuate more in proportion to an- 
nual net earnings, but will also place 
many corporations in a less favorable 
financial position. 

The older and larger corporations 
which have been successfully and con- 
servatively managed, and have as a re- 
sult built up substantial surpluses, re- 
serves, and working capital probably 
will not be seriously affected for a num- 
ber of years, but as we all know, there 
are many younger and smaller corpora- 
tions, well and conservatively managed 
which, as yet, have not had the oppor- 
tunity to accumulate substantial sur- 
pluses, and thus fortify themselves 
against this unexpected and discrimina- 
tory type of taxation. This effort to 
penalize the conservative and sensible 
management of corporations and thereby 
discourage the accumulation of reason- 
able surpluses may be likened to an 
attempt to use a stream for water power 
without a dam. If this law be allowed 
to remain in effect, those of us, who 
heretofore have believed it was proper 
to invest a reasonable proportion of 
trust funds in common stock, may well 
hesitate to make such investments in 
the future. In any event, the list of cor- 
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porations whose stock would appear 
suitable for such investment will be sub- 
stantially smaller. 

There is a further word of warning 
I should like to utter, and that is, trus- 
tees holding common stocks should be 
careful to avoid, if possible, overstay- 
ing the market in times of high stock 
prices. Undoubtedly, it takes some 
courage to sell securities in a rising 
market, but if we see stocks selling at 
prices affording yields substantially 
lower than can be obtained from good 
bonds, and at a ratio to earnings which 
appears unreasonable, it may be wise 
to sell such stocks and reinvest the pro- 
ceeds in fixed income investments. This 
warning, it seems to me, applies par- 
ticularly to those who make it a prac- 
tice to carry a large percentage of a 
trust fund in common stocks. One de- 
finite advantage in keeping the per- 
centage of stocks in a given trust at a 
modest figure is that fluctuations in the 
market and dividends would be less 
serious to both remaindermen and the 
income beneficiaries. 

We all know that most of our state 
statutes governing the investment of 
trust funds do not include common 
stocks as authorized investments and 
that there is a great variety of invest- 
ment provisions in trust instruments. 
Nevertheless, it seems desirable to dis- 
cuss this angle of trust investments from 
time to time with the idea of aiding 
the officers of our trust companies in 
determining a policy. The very fact 
that this subject has received so much 
attention from trust men is evidence 
that trust companies in this country are 
awake to the many new problems which 
have developed during the last four or 
five years, and encourages one to feel 
that the trust companies will continue 
to study changing conditions carefully, 
appraise thoroughly new or untried 
media of investment for trust funds, and 
that the conclusions reached will be 
sound as they apply to the individual 
requirements of those whose investment 
problems are in our hands. 





Trust Company Examinations 


INCE 1935 we have seen a startling 

development in the field of trust 

department examinations, due to 
the grant of power to examine these 
divisions of a bank to the Federal 
Reserve authorities on behalf of the 
FDIC, the RFC and the Reserve banks. 
Heretofore such examinations were 
more or less perfunctory and in general 
consisted of verifying the assets and 
liabilities with a rough estimate as to 
the extent that the bank’s depositors 
were protected by the solvency of the 
institution. 

Now the examiners also check the 
policies of the bank, when and how 
the trust officers are filing papers and 
with what courts, whether the invest- 
ments of the trust accounts are being 
supervised closely enough and by 
whom, from whom securities are pur- 
chased, if the beneficiaries are receiv- 
ing income, particularly where they are 
in need of funds. These examiners 
delve into the estates, especially if 
trouble exists, look into every mortgage 
situation, principally where the mort- 
ages are in default. 

While the institution of this examina- 
tion system was based upon the idea 
of improving trust service, banks must 
be alert to prevent undue encroachment 
upon the general field of fiduciary 
relationships. 


An Example Cited 


During a recent examination by the 
Federal Reserve Bank, a critical report 
came through on two trusts established 
under a will for the benefit of the testa- 
tor’s daughters. When these trusts 
were established, the husband of one 
of the beneficiaries was an officer in a 
title and mortgage company and his 
wife, who was a co-trustee, insisted that 
the trust funds be invested in first 
mortgages. At that time, with the 
stock market crash and the demoraliza- 
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New Type of Examinations by 
Federal Reserve Authorities ... 


By Henry F. Koiuer 


tion of the bond market, real estate 
seemed the only sound investment, and 
accordingly the bank purchased first 
mortgages totaling $25,000 for each 
of the trusts. Like many other mort- 
gages, these went from bad to worse, 
and having revoked the agency agree- 
ment, the bank made arrangements for 
the gradual liquidation of the arrears 
by a reduction in the interest rate, the 
mortgage to run open with the stipula- 
tion that eventually the principal was 
to be paid back by monthly install- 
ments. The examiners’ report stated 
that: 

1. There was a lack of diversifica- 
tion in the account. 

2. The beneficiary was without in- 
come for two months (this being while 
the bank was arranging the above plan 
for the payment of the arrears). 

3. A higher rate of return could now 
be secured and investments should be 
made in high grade bonds. 

This is cited as an example of how 
far the examiners go into a situation. 
Naturally, the question of diversifica- 
tion would not be argued, but high 
grade bonds are selling at large pre- 
miums and after allowing for amortiza- 
tion would yield less than the rate now 
obtainable from the mortgage. How- 
ever, it should be noticed that the 
examiners’ report did not suggest fore- 
closure, and any trust man will agree 
that the market for mortgages is very 
limited and their disposal would in- 
volve considerable sacrifice if they 
could be sold at all. 

The examinations are now related 
chiefly to policies decided by the trust 
company which might end in litigation. 
It is conceivable, especially in the 
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larger trust companies, that a direct 
relationship exists between the ability 
of a bank to meet the demands of the 
customers and a court action involving 
huge sums. One careless act may 
precipitate an action, the result of 
which might endanger the capital of 
the bank should the court hold the 


bank responsible for its error. 


Meeting the Problem 


This question was raised by the 
bank’s counsel many years ago, and I 
will describe how one bank overcame 
this obstacle and the system which 
earned for it high praise from the 
Federal examiners. Two separate com- 
mittees were established, a senior com- 
mittee, known as the trust investment 
committee, and a junior committee, 
called the trust securities committee. 

Since the board of directors has the 
responsibility for operation of the trust 
division and must formulate its poli- 
cies, the senior committee is composed 
of not less than three directors chosen 
for their knowledge of investments and 
procedure, such as the financial man- 
agers of corporations or insurance com- 
pany officers; three bank officers, the 
chairman of the board of directors, the 
bank president, and the senior trust 
officer, and three other vice-presidents 
in the trust division. By invitation 
other members of the trust personnel 
are usually present at the meetings 
twice a month to give their advice upon 
matters concerning which they are 
more familiar than the officers. This 
committee supervises all the invest- 
ments and considers the reports sub- 
mitted to it by the junior committee 
and the real estate committee. These 
reports cover the execution of the polli- 
cies determined by the senior com- 
mittee, the periodic reviews of the ac- 
counts, the lists of investments made, 
the securities sold or redeemed and 
the history of all testamentary trusts 
and estates received. In addition the 
committee frequently calls for reports 
from the analysis department covering 
new issues of securities and approves 
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them for investment of the trust funds. 
These deliberations are assembled by 
the secretary of the committee, usually 
the bank’s secretary, and multigraphed. 
The bound volume is then distributed 
to the various accounts managers, who 
must be guided by the decisions of the 
committee. 

The trust securities committee acts 
as a timesaver for the senior com- 
mittee, and is composed of members of 
the operating personnel consisting usu- 
ally of the vice-president in charge of 
the trust department, three ranking 
trust officers, various account managers 
and members of the analysis depart- 
ment who are present to set forth 
their studies of various companies, 
especially those from which little or 
no current information is readily avail- 
able. This committee receives the re- 
ports of all the account managers for 
investments to be made or changes in 
securities, the purchase or sale of se- 
curities to be suggested to the donors 
or to co-trustees where studies of a 
situation warrant such action. All 
these changes must be approved by this 
committee before action is taken. The 
committee also acts upon requests for 
proxies at meetings of corporations. 
Where the bank has complete invest- 
ment and administrative control of 
the trust, the committee passes upon 
the proxy either in the form submitted 
by the company or with additions or 
deletions, depending upon the meeting 
and its object. 

The real estate committee handles all 
details pertaining to mortgages, real 
estate owned, sales of property, fore- 
closure proceedings and participations 
in mortgages. It consists of two vice- 
presidents, three trust officers and three 
members of the real estate and mort- 
gage department. By invitation, ac- 
count managers are in attendance where 
it is necessary to have their opinion 
on some special problem. 

This may seem a bit elaborate, but 
time and again these committees have 
proven their worth. Going a_ step 
further, the trust accounts are broken 
down into groups and each assigned 
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to an account manager. He is respon- 
sible for the carrying out of the com- 
mittees’ policies, is familiar with the 
circumstances of each trust in his 
group, is expected to abide by the 
limitation imposed by the trust agree- 
ment or will, and he has in mind the 
circumstances of the beneficiary and 
the remainder interest. It is part of 
his job to secure the necessary ap- 
provals of the co-executors and co- 
trustees where such are required. He 
advises the proper persons of the 
changes made in the account and rec- 
ommends certain actions to the com- 
mittees, which after their approval he 
proceeds to execute. For this work 
he uses an investment folder in which 
are made the diary entries covering all 
the securities, investments and prob- 
lems which are noted or approved by 
the trust securities committee. These 
entries are made in nine copy forms 
and after approval are circulated to 


the various account managers and to 
the senior committee. Every account 
is analyzed at least once a year, and 
the changes suggested in accordance 
with predetermined policies, economic, 
business or political conditions pre- 
vailing. 

When we consider that some fifty 
billions of dollars are in trust funds, 
nine billions alone for various institu- 
tions, such as_ colleges, churches, 
schools, etc., no system for the protec- 
tion of these sums is too elaborate, 
and the more mature are the delibera- 
tions over policies and investments, the 
more relieved will be both the officers 
in charge of operations and the bene- 
ficiaries who know their money is safe 
and is being handled in the light of 
the best available knowledge. Thus 
the bank cannot be criticized by the 
examiners, and will have nothing to 
fear from inquiries by the Federal 
Reserve examiners. 


© 
NO INFLATION THIS YEAR 


NoTHING which can be called inflation 
prices will result this year. Interest 
rates are low. They will be lower for 
long-term investments and_ especially 
for good real estate mortgages. This 
will stimulate building and construc- 
tion and give us such a building boom 
in the next three to five years as we 
have never seen before. England has 
experienced this development in the last 
four years, and we are just entering it. 
With it, production and business will 
reach new high levels, unemployment 
will be fully absorbed, prices will re- 
gain their 1926 levels ‘and bank assets 
will expand to a volume well beyond 
that of 1929.—Dr. David Friday. 


REAL WORRY 


Anp then there was the poor old man 
who worried so much about his bills 
that the hair began to fall out of his 
wig.—The Royal Bank Magazine. 





Advantages of FHA Loans 


Housing Plan Offers Benefits to 
Bank and Community Alike .. .. 


By Georce R. SMITH 
Cashier, Commercial National Bank, Demopolis, Ala. 


OT only will lending institutions 

profit from codperation with the 

FHA in their housing programs” 
but every individual who has a product 
or service to sell in the building field 
will reap a benefit. Manufacturers of 
building material have already re- 
ported increases in sales for the first 
time in many years. Railroads are 
engaged in hauling more stone, lime, 
plaster, bricks and in fact everything 
that is needed to make a house. Con- 
sequently in making a canvass for FHA 
loans under Title II of the National 
Housing Act, the lending institution is 
performing a public service to im- 
prove the community and benefit prop- 
erty owners. 

“For Sale” signs often mean that it 
is possible for the bank to make a loan 
by refinancing the sale of such prop- 
erties with modernization under the 


FHA plan. 


National Housing Campaign 


On National Better Housing Day, 
June 15, 1935, according to reports 
from the FHA, 4181 model homes were 


started. Estimates indicate that the 
total cost of these model homes was 
in excess of $25,000,000 all of which 
was furnished by approved lending 
institutions. The homes were built 
according to property standards of the 
FHA under the supervision of their 
staff architects and inspectors. Some 
of the model homes were sold before 
they were completed at profits to the 
property owners. The FHA reports 
that Pennsylvania led all other states 
in the number of homes started on 
National Housing Day. On June 15, 


1935, 782 model homes were started 
in Pennsylvania with ceremonies at- 
tending the ground breaking in many 
localities. 

Proclamations were issued by the 
governors of many states declaring 
June 15, 1935, National Better Hous- 
ing Day and appropriate programs 
were provided to lend impetus to the 


This is the ninth of a series of articles 
on mortgage loans made by banks under 
Title II of the National Housing Act. 


movement. Newspapers, radio-stations 
and civic leaders contributed their parts 
in making Better Housing Day the 
largest mass production construction 
program ever attempted in a single 
day. 

Good construction and quality of ma- 
terials has played an important part 
in interesting lending institutions in 
financing insured mortgages on such 
properties. 

The personal experience of the 
writer in the Model Home Campaign 
was told in a short article which 
appeared in the September, 1935, issue 
of Banking, from which the following 
is quoted: 

“Although it has been next to im- 
possible to borrow an amount equal 
to 80 per cent. of the cost of a home, 
with a chance to retire the mortgage 
in monthly payments over a period of 
20 years, the Federal Housing Admin- 
istration offers such a plan to prospec- 
tive home owners today. 

“After carefully studying the infor- 
mation sent to banks regarding the 
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FHA arrangement, the writer became 
interested in the plan from a personal 
standpoint. Inasmuch as I had access 
to the tables for computing the pay- 
ments, I was able to estimate the 
monthly costs of a modern home I had 
always wanted to build. 


“To my surprise I found that the 
cost would approximate only $10 a 
month more than the rent I was pay- 
ing for an apartment; and I have 
learned that in some instances new 
homes have been built at a monthly 
cost which was less than the applicant 
was paying in rent. 

“My interest was aroused as | 
studied the investment possibilities of 
a plan and found I could own a small 
house that would no doubt pay for 
itself in later years should I want to 
dispose of my property or rent it. 


“My goal was a small house with a 
large lot, rather than a large house and 
small lot, and I decided on a plot 
measuring 100 by 150 feet, the build- 
ing to cover just half of this area. 
Although quality of construction and 
materials was one of my first thoughts, 
I was obliged to keep well inside a 
budget, with the result that I could 
not build a brick house. After decid- 
ing on asphalt roofing and_ brick 
foundation laid on limestone, I had 
my contractor estimate the cost from 


the plan I had selected. 


“The FHA furnishes a specification 
sheet outlining certain requirements 
covering all portions of the construc- 
tion work. The grade of such mate- 
rials as roofing, floors, interior and 
exterior walls, electrical equipment 
and plumbing, is included in the 
specifications. Thus the owner knows 
exactly what grades of materials will be 
used; he is also assured that the FHA 
inspector will guarantee that the house 
is put up according to these specifica- 
tions. To an inexperienced person this 
protection insures quality. 

“To protect my home from termites 
a piece of galvanized iron was placed 
over each pillar and bent down at an 
angle of 45 degrees. Experiments have 
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shown that these pests will not get 
into the sills of a house thus shielded. 

“For the interior walls I used a 
special board which is said to be five 
times stronger than wood. Copper 
piping was installed throughout, insur- 
ing a lifetime of service and better 
water pressure. The bathroom fixtures 
were chosen from the best standard 
makes, designed to give maximum 
service. 

“After getting an estimate of the 
cost of wiring my house, I found that 
the company from which I had bought 
an electric stove would have to do a 
part of the wiring. This reduced the 
total cost of the work by almost half. 
Electrical fixtures were chosen care- 
fully and indirect lighting was em- 
ployed in several rooms. The house 
also contains numerous built-in cabi- 
nets and bookcases.” 

Reports in August, 1936, show that 
insured mortgage loans on _ private 
dwellings accepted by the FHA as of 
June 30, 1936, amounted to 87,278 
totaling $351,178,264. It must be 
understood that the {figures above in- 
cluded refinancing of existing con- 
struction as well as new construction. 


Large-Scale Housing 


In addition to single mortgages on 
homes the FHA has entered the field 
of large-scale housing. These develop- 
ments are also designed to be financed 


by private lending institutions. This 
new field is attracting the attention of 
the larger institutions. On large-scale 
housing projects appraisals are more 
conservative than those made by the 
FHA on single dwellings. Large-scale 
housing is designed for rental to ten- 
ants and the mortgage taken on such 
properties are made for an amount 
estimated to be the face amount the 
lending institution could dispose of the 
property: in case of foreclosure. An 
example of large-scale housing is the 
Park View Apartments in Delaware, 
a property financed privately under 
the FHA plan by a lending institution. 
On this property the FHA has issued 
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a commitment for insurance amounting 
to $530,000. Total cost of the build- 
ings which will house 168 Delaware 
families is reported to be $663,319. 

Under such a project the Admin- 
istrator must determine that the mort- 
gage is economically sound and that 
the rental income for the period of the 
loan must be adequate to cover main- 
tenance expenses, taxes, depreciation, 
income taxes, insurance, principal and 
interest on the mortgage in a given 
number of years. 

Rentals are computed at a conserva- 
tive low level and determined by the 
income of the renters. A mortgage 
on a single house is based on appraisal 
value and income of the borrower, 
while in large-scale housing the mort- 
gagor must be a “limited-dividend” 
corporation or a Federal, state, or 
municipal instrumentality. 

To illustrate the plan let us refer to 
an article in the Insured Mortgage 
Portfolio by E. P. Curl, Large-Scale 
Housing Division of FHA, August 
issue. 

“The sponsors of the project must 
be individuals of unquestioned integ- 
rity, proved ability to construct and 
operate such a project successfully, 
and financially able to provide the 
equity capital required. And beyond 
the personal credit of the sponsors, as 
one of the principal considerations 
affecting the development, is the eco- 
nomic and social character of the com- 
munity in which the project is to be 
located. 

“Inasmuch as the tenants are to 
come from the community, the ability 
of the property to earn a return suf- 
ficient to service the mortgage and 
provide a fair return on the equity 
is a problem in community economics. 
Investigations must show first of all 
that a definite need for housing of 
desirable standards exists, and _ sec- 
ondly, that the community can be ex- 
pected to provide stable employment 
for potential tenants at incomes ade- 
quate to meet the rentals proposed. 

“The site report prepared by the 
real estate analysis section inquires 
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thoroughly into these questions, and 
in addition covers such other matters 
as population trends, prevailing rental 
levels, industrial diversification, trans- 
portation, shopping centers, schools, 
churches, recreational facilities, general 
environment, and the prospective abil- 
ity of the proposed development to 
maintain its desirability as a place to 
live by virtue of such community or 
neighborhood features as it may evolve 
within itself. 

“To a large extent then, in place 
of the personal credit of the mortgagor, 
the social and economic character of 
the community serves as a basis upon 
which to estimate the earning capacity 
of the project. In every case due al- 
lowances for vacancies and rent losses 
are deducted from the gross potential 
income in order to arrive at the rental 
expectancy of the property in question. 

“On the basis of income expectancy 
predicted upon the character of the 
community and upon the stability of 
the earning power of the income group 
for which the housing facilities are 
intended, both the limits of the cost 
of the development and a financial 
plan suitable thereto are determined. 

“While total asset value of the prop- 
erty is an important consideration in 
case of default, it is far more im- 
portant to safeguard against default 
by restricting construction costs to 
such limits as may fall safely within 
its earning expectancy. 

“The real value of the property 
inheres in its ability to provide de- 
sirable living quarters and to attract 
desirable tenants at rentals adequate 
to the cost of operations, to the service 
of the debt, and to a fair return on 
the equity capital. 

“In setting up the capital structure 
for a proposed housing development, 
the first general rule applied is that 
the amount of the mortgage financing 
May not be in excess of the actual cost 
of the physical improvements, exclusive 
of the land and the miscellaneous 
carrying charges during construction. 
All submissions are carefully checked 
by the Federal Housing Administration 
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cost engineers and irreconcilable or 
unadjustable discrepancies beyond their 
cost estimates may result in rejection 
of the proposal. Thus the investor in 
the mortgage may be assured that 
there is substantially more than physi- 
cal value pledged as security for the 
funds which have been advanced. 

“Generally speaking, the mortgage 
should not be for an amount in excess 
of about 80 per cent. of the total 
capitalization of the project. In any 
event, the sponsors are required to 
provide equity sufficient to bring the 
land into the development free and 
clear of all encumbrances, and in ad- 
dition to provide cash sufficient in 
amount to cover interest, taxes, insur- 
ance, and all other carrying charges 
during the period of construction, and 
to provide a fund of working capital 
adequate for pre-opening expenses and 
initial operating expenses. . . . 

“So long as the mortgage is in 
force the sponsoring corporation must 
conform to the regulations set forth 
in the National Housing Act and the 
administrative rules established by the 
Federal Housing Administration. These 
regulations are established in the in- 
terests of both the mortgagor and 
mortgagee, and their purpose is to 
maintain a continuity of capable man- 
agement of the property and a prompt 
response on the part of the corpora- 
tion to all obligations under the mort- 
gage. 

“In addition to the foregoing factors 
aimed at establishing such a project 
as an economically sound business risk, 
a hitherto unknown security is provided 
through the mortgage insurance. 

“As a further protection to inves- 
tors, therefore, the insurance contract 
provides that in the event of default, 
foreclosure, and conveyance of the 
property to the Administrator, deben- 
tures of the Mutual Mortgage Insur- 
ance Fund, bearing 3 per cent. interest 
and guaranteed as to both principal 
and interest by the United States, shall 
be issued to the full amount of the 
unamortized principal of the mortgage 
plus arrears in interest dating from the 
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time the foreclosure proceedings were 
instituted. 

“The discussion thus far has applied 
largely to the question of investments 
in insured mortgages. The investor in 
equity also derives many advantages 
from the Federal Housing Administra- 
tion program. In the first place, if 
the project submitted is held not to 
be economically sound, the application 
for mortgage insurance will not be 
approved, and the equity investors will 
not be called upon to make their com- 
mitments. This is purely a negative 
service, but its value cannot be re- 
garded too lightly in view of the 
fact that in many cases equity funds 
have been swallowed up in undertak- 
ings when a critical analysis might 
have prevented investment and subse- 
quent loss. 

“Once a project is approved, how- 
ever, the equity investor stands to 
receive fair dividends on his invest- 
ment even though they be limited dur- 
ing the life of the mortgage. Beyond 


the dividends received, a constantly in- 


creasing interest in the property accrues 
to the equity. This is by reason of the 
fact that the amortization schedule is 
set up‘to retire the debt at a rate 
faster than the rate of depreciation. 
The result is that net values of the 
equity holdings appreciate; also that 
the stockholders ultimately realize a 
property free and clear of debt and 
released from all restrictions and regu- 
lations by the Federal Housing Admin- 
istration.” 

The strict regulations, provisions 
and factors to be taken into considera- 
tion before going into a program of 
large-scale housing will indicate to 
bankers the possibilities of the plan 
and point out the profits to be derived 
from this new field. 


A Model Speech 


For banks that are codperating under 
Title Il of the National Housing Act 
the following speech released by the 
FHA entitled “Build a Home” will be 
of interest as a pattern to be used to 
stimulate FHA loans. 
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There is a generally conceded shortage 
of houses in this country; particularly 
homes for people with moderate incomes, 
For months prior to the passing of the 
National Housing Act, Government sur- 
veys of the housing problem were being 
made and the results proved an urgent 
need for decent housing at moderate cost. 

Construction has been far below a 
reasonable normal since 1929. During the 
years of depression, due to foreclosures 
and loss of savings there was a stagnation 
of building activities and consequent in- 
creased unemployment. There is an actual 
lack of hundreds of thousands of mod- 
erately priced homes. It will take several 
years with the present equipment and 
inactive state of the building industry to 
catch up with normal demands for hous- 
ing. 

For five years general business conditions 
have not been good. During the early part 
of the depression factories were closing 
down daily and hundreds of people were 
thrown out of work. Banks and other 
lending agencies require security and de- 
sire liquidity. These two requirements 
were soon on the decline. 

Previous to that time thousands of 
homes were bought on a “shoe string”! 
The appraised value of the house was 
often taken as the sole consideration in 
making the mortgage loan without regard 
to the borrower’s capacity to pay. 

Under the old system 40 per cent. to 
60 per cent. could be borrowed on a piece 
of property for a period of 3, 4 or 5 
years. It neither was the intention of 
the borrower nor the idea of the lender 
that the home would be fully paid for 
at the time of the maturity of the mort- 
gage. Some reduction on the principal 
was usually required but it was commonly 
expected that the mortgage would be 
refunded at its maturity. 

This worked all right until the depres- 
sion came along. Short term first mort- 
gages, combined with second mortgages 
and the exorbitant carrying charges, caused 
hundreds of thousands of foreclosures, re- 
sulting in enormous losses to home owners 
as well as lenders. 


Because of this large number of fore- 
closed homes on the market, building came 
to a standstill; property depreciated and 
real estate values went far below normal. 


The purpose of the National Housing 
Act is to restore real estate values—to 
stimulate new construction—to put private 
capital once more into the home mortgage 
field. 

The Federal Housing Administration 
has the objective of facilitating the own- 
ership of homes for citizens of average 
means, through a _ nationally encouraged 
and guided revival of private construction. 
It is doing this by encouraging private 
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not 


through direct federal 


enterprise 
action. 

Until the unemployed workers in the 
pbuilding industry are re-emploved, no com- 
munity can enjoy a full measure of pros- 
perity. Out of some 5,000,000 workers in 
the building and allied trades only a 
small percentage of this group is now 
employed. Idle men mean idle money; 
employed men mean employed money. 

Once the Federal Housing Administra- 
tion’s program is fully in force, the idle 
money in the banks will be released—jobs 
will be given to laborers—the manufacture 
of durable goods will increase—money 
will be spent in the community. Improve 
the community and the Nation will im- 
prove. 

This is a day of new hope. Home, 
which has always been an ideal and a 
dream, can now become an actuality. Love 
of home is the backbone of a Nation. 
It is the basis of civilization and the pres- 
ervation of the home is society’s greatest 
responsibility. 

Home has always been something more 
than a mere habitation. It holds for most 
people a sentimental attachment. Who of 
us haven’t happy memories of our child- 
hood homes—homes perhaps in simple sur- 
roundings—homes that our fathers worked 
for and paid for—in the days before the 
habit of keeping up with our neighbors 
led us to live beyond our incomes and led 
us ultimately to the crash? Next to the 
welfare of his family and as a part of it, 
aman’s chief concern is for his home. 

For the first time in the history of this 
country it is possible for people who have 
almost given up hope of building a home 
to realize their dream under the Federal 
Housing Administration’s plan. 

A man with $1000 and a steady job can 
build a $5000 home and pay for it out of 
his income over a period as long as 20 
years at a reasonably low rate of interest. 
It is a plan by which a man may own 
his home on terms comparable to the 
payment of rent. It eliminates the second 
mortgage with its exorbitant costs; and 
the short term mortgage with its high 
charges and uncertainty of renewal. 

We are living in an age when the indi- 
vidual and his security is of tremendous 
importance. Under this new system the 
element of risk is eliminated to a great 
extent. The home builder has a feeling 
of almost perfect security—the terms are 
80 reasonable and spread over so many 
years that he knows he is attempting some- 
thing he can actually do and that at the 
expiration of the stated time he will own 
his home free and clear of debt. 

_ The lending institution has also a feel- 
Ing of security inasmuch as the govern- 
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ment guarantee is the backbone of the 
plan. Title Il creates a system of mutual 
insurance for home mortgages to be set 
up by the Federal Housing Administration. 
A bank, building and loan association or 
other responsible institution may bring a 
long term amortized home mortgage to 
the Federal Housing Administration and 
if it meets with certain conditions laid 
down in the rules and regulations, the 
Government will insure it. 

On each insured mortgage covering new 
construction, the home owner will be re- 
quired to pay one-half of 1 per cent. on 
the face amount of the mortgage, to 
provide a fund for this insurance. 


Thus there is created a system of in- 
surance for home mortgages based on 
the provision of insuring a long term 
mortgage up to 80 per cent. of the ap- 
praised value of the property, though 
in no case more than $16,000. This is the 
difference between the old methods of 
loaning and the loans made now in ac- 
cordance with the National Housing Act— 
the lending institution is provided with a 
guarantee against loss. The Government 
does not loan any money. That will be 


the job of private financial institutions. 
But such organizations as do lend money 
are given protection. 

If you wish to own a home you must 
have funds for the purchase of a 20 per 


cent. equity in the property. You must 
satisfy the lender that you can meet the 
equal periodic payments on the balance 
over a period of not more than 20 years. 
These payments will include interest, 
mutual mortgage insurance and amortiza- 
tion, taxes and insurance on the property, 
and will be paid as you would pay rent. 

The mortgage is granted in the usual 
way and for the usual purpose; but the 
mortgage is an insured mortgage. Thus 
you see that the lending institution is 
doubly safeguarded. Another good thing 
is that higher standards are now required 
before loans are available. Property must 
represent quality and the owner must show 
a reasonable ability to pay. 

To sum up: The National Housing Act 
has established special safeguards around 
home ownership and created a_nation- 
wide uniform system through which the 
ownership of homes may be easier of 
accomplishment. 

Now is the time to take advantace of 
this new plan and start your building 
program. By acting at once you will be 
both benefiting yourself and playing the 
part of the good citizen by contributing 
your share in the movement that means 
prosperity and happiness once more for 
all Americans. 





Should Trust Functions Be Divorced ? 


Practical Effect of Separating Trust 
Business from the Commercial Banks 


By RoBerRTson GRISWOLD 
Vice-President, Maryland Trust Company, Baltimore 


N the early part of 1933, when new 

banking legislation was being con- 

sidered by the Congress of the 
United States, and the proposal to sepa- 
rate investment banking from commer- 
cial banking was being widely dis- 
cussed, the press throughout the 
country carried reports that the divorce- 
ment of trust functions from commer- 
cial banking was also under considera- 
tion. In spite of the wide publicity 
given the idea at the time, no insistent 
public demand seemed to appear in its 
wake, as was the case in regard to the 
proposal to separate investment facil- 
ities from commercial banking. As we 
all know, the banking act as finally 
passed definitely divorced investment 
departments from commercial banks, 
but the similar proposal dealing with 
trust functions faded from view. 

Why these two propositions ever 
should have been linked together is 
somewhat of a mystery to anyone famil- 
iar with the trust business. Invest- 
ment banking consists of the buying 
and selling of securities, and is com- 
posed of a series of completed transac- 
tions. If these transactions result in a 
loss, whether due to economic condi- 
tions or to mistakes in judgment, the 
position of the bank’s depositors be- 
comes less secure, and when there is a 
complete market collapse, forced liqui- 
dation may impose serious losses upon 
such depositors. 

But are the same elements present in 
the trust business? Regardless of eco- 
nomic and market conditions, trusts 
continue to function. Because of statu- 
tory and legal requirements, the secu- 
rities purchased by trustees are of the 
highest calibre, and need not be dumped 
upon a falling market. We have all 
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of us seen our trust portfolios sink in 
value during the depression and re- 
cover to the present high levels. A 
trust estate does not liquidate but car- 
ries on, and even if a loss must be 
taken in some securities because of the 
termination of a trust when market con- 
ditions are bad, the bank’s depositors 
are completely unaffected thereby. In 
short, there is no analogy whatsoever 
between the effect of a market collapse 


This article consists of extracts 
from an address made by the author 
at the recent Pacific Coast Trust Con- 
ference in San Francisco. 


on a bank because it maintains an in- 
vestment affiliate and the effect of a 
similar situation on a bank because it 
maintains a trust department. 


DEPOSITORS NOT AFFECTED 


Does the fact that a bank has a trust 
department affect the interests of the 
bank’s depositors in any other manner? 
It has been claimed that, where a trust 
department keeps uninvested trust funds 
in its own banking department, any 
preference given such funds in the 
event of the bank’s liquidation works 
a hardship upon the ordinary deposi- 
tors. This contention ignores certain 
fundamental differences in the respec- 
tive relationships. When a depositor 
places his funds in the bank’s care, he 
has in the eyes of the law lent his 
money to the bank, which in turn in- 
vests or otherwise uses such funds to 
its own profit. If the depositor so de- 
sires, he is entirely at liberty to demand 
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the repayment of his loan and lend 
his money to some other bank in the 
form of a deposit. A beneficiary under 
a trust is in no such position. His 
rights are fixed by the terms of the 
instrument creating the trust. He can 
only make such demands upon the bank 
as are permitted by said investment. In 
the inception of this instrument, the 
beneficiaries usually have had no say 
as to the terms and provisions affecting 
them. Unlike an ordinary depositor, 
a beneficiary cannot alter his situation 
at will. Conversely, the bank, as trus- 
tee, is handling property which has been 
entrusted to it for the benefit of other 
persons—not loaned to it to use as it 
sees fit. Under such circumstances, why 
shouldn’t the beneficiaries have a pre- 
ferred claim upon the bank’s assets? 


That there is sound reason for such 
a preference is recognized by Section 
ll(k) of the Federal Reserve Act, as 
amended by the Banking Act of 1935, 
which requires that a national bank 
operating a trust department must set 
aside in its trust department “United 
States bonds or other securities ap- 
proved by the Board of Governors of 
the Federal Reserve System” in order 
to protect “funds deposited or held in 
trust by the bank awaiting investment.” 
The Board of Governors of the Federal 
Reserve System is imposing a similar 
requirement upon state member banks 
except that they permit a waiver of the 
requirement in the case of banks lo- 
cated in states which by legislative en- 
actment have given a statutory prefer- 
ence to trust funds in the event of the 
liquidation of the bank. 


But aside from the apparent fairness 
of providing security for trust deposits 
because of the fundamental difference 
in the status of a beneficiary from that 
of a depositor, for years depositors 
have been confronted with the prefer- 
ential treatment accorded other more 
favored depositors, and it seems to me, 
with far less logic and reason in sup- 
port of the distinction. I speak of 
course of the “secured deposits” of 
Various Federal, state and municipal 
governmental agencies, which, like or- 
dinary deposits, are made voluntarily, 
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and which, unlike the funds of bene- 
ficiaries, remain within the complete 
control of such depositors. 


In view of the above, it is difficult to 
see how any damage can be unfairly 
inflicted upon depositors of a commer- 
cial bank because of its maintenance of 
a trust department, and it was generally 
assumed that the divorce proposal of 
1933, after nearly four years of ob- 
livion, had permanently disappeared 
from our horizon. But attention has 
again been focused upon the subject by 
a statement in a recent report of the 
Securities and Exchange Commission. 
This report, entitled “Trustees under 
Indentures,” deals almost exclusively 
with the powers exercised by corporate 
fiduciaries in connection with security 
issues. It recommends the insertion in 
trust indentures of provisions imposing 
upon corporate trustees greater respon- 
sibilities and duties in connection with 
the administration of such trusts. While 
the report is very drastic in some re- 
spects, it nevertheless affords an oppor- 
tunity, through coéperative efforts, for 
possible constructive developments in 
corporate trust service. Pertinent to 
the present discussion, however, is the 
following statement, to be found on 
page 107 of the official report, regard- 
ing the supposedly conflicting interests 
between a bank in its commercial ca- 
pacity and when it is also acting as a 
trustee: “If the prestige and good re- 
pute of our large commercial banks are 
to be maintained, one of two steps must 
be taken: Either corporate trusteeships 
must be divorced from commercial 
banks and made the exclusive function 
of trust institutions specializing in the 
business of acting as trustee; or a com- 
mercial bank acting as trustee for the 
securities of a corporation should not 
be permitted to hold a management, 
ownership or creditor position in that 
company or have any other interest in- 
consistent with its fiduciary responsi- 
bilities.” 

While the proposition is stated in the 
alternative and relates only to the pos- 
sible divorcing from the bank of its 
corporate trust business and not its per- 
sonal trust business, it nevertheless 





306 THE BANKERS MAGAZINE 


presents for inspection an added com- 
plication to the interesting problem of 
how to unscramble a trust department’s 
eggs. Would the commercial bank be 
expected to hold on to its personal trust 
business and cast off its corporate trust 
business? If so, what happens then? 
The banks which are large enough to 
maintain entirely separate and distinct 
departments for their personal trust and 
corporate trust business are few and 
far between. The trust institution of 
moderate size makes use of the same 
personnel and the same facilities in ren- 
dering both of these types of trust serv- 
ice. Take away the earnings from the 
corporate trust business and you deal 
numerous trust departments a staggering 
blow, and in many instances a fatal 
one. In all cases where the trust de- 
partment could not survive without its 
corporate trust earnings, the bank faces 
exactly the same problem which con- 
fronted all trust institutions nearly four 
years ago, to wit, the threat of being 
compelled to completely abandon its 
trust department. 


National Banks in Trust Business 


When the United States Government 
conferred upon national banks the 
power to engage in the trust business, 
a parental blessing was seemingly be- 
stowed upon the affiliation of trust func- 
tions with commercial banking. Was 
this confidence misplaced? Surely not, 
if judged by the response of the pub- 
lic. National banks are administering 
today over $9,000,000,000 in personal 
trust assets alone. In the past nine 
years—which of course embraces the 
depression period—the volume of in- 
dividual trust assets held by national 
banks has increased 903.34 per cent., 
and the number of personal trusts be- 
ing administered has increased 462.36 
per cent. In presenting these figures 
to the American Bankers Association at 
the convention held in New Orleans 
last November, the Hon. J. F. T. O’Con- 
nor, Comptroller of the Currency, said: 
“There is no more important function 
exercised by our national banks than 
the administration of trust functions. 
Those who create trusts in the trust de- 


partments of our national banks repose 
in the officers the highest confidence 
that one person can place in another, 
Here the trustor places the whole future 
of those dependent upon him, and, in 
many cases, of children unborn. Proper 
emphasis has not been placed upon 
this most important function of our 
banking system. When one contem- 
plates the number of trusts, the amounts 
involved, and the increase in this par- 
ticular branch of business, one cannot 
but feel that a high compliment is im- 
plied to the integrity of those entrusted 
with what might be called nearly sacred 
powers.” 


Results of Divorce Proceedings 


It is somewhat bewildering to con- 
template the practical results of any 
such wholesale divorce proceedings. In 
the first place, let us consider what it 
means in the way of the duplication of 
present facilities. A trust department 
now has at its convenient disposal the 
bank’s vault, its auditing, collection, 
mailing and other departments, and its 
burglary, fire and other protection of 
various kinds. In the selection and 
purchase of securities for its trust es- 
tates, it may make use of the bank’s 
own analysis and statistical department 
and the numerous financial publications 
and services to be found there. It may 
call upon the banking officers for busi- 
ness advice, and in the many cases 
where the trust department is handling 
the estate of a former banking customer, 
this advice is of inestimable value. Take 
all of these facilities away from the 
trust department and duplicate them 
elsewhere in some other building or 
in other quarters which must of course 
be either purchased or leased, and you 
will require a substantial outlay of new 
capital to start with and greatly in- 
creased operating costs to carry on with. 

In the last analysis, who will bear 
this increased cost of operation? The 
public, of course. Additional respon- 
sibilities and the requirements of vari- 
ous governmental agencies have already 
added greatly to the expense of trust 
department operation, and the present 
low rates of compensation, often de- 
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termined by statute and judicial custom 
and unchanged for many years, have 
been largely due to the banking facil- 
ities freely provided the trust depart- 
ments. We are already confronted to- 
day with the problem as to how we 
may continue to operate profitably with- 
out greater rates of compensation. Add 
to this the increased cost of duplicat- 
ing facilities and our problem would 
assume gigantic proportions. 

It is easy to speak of liquidating 
several thousand trust departments, but 
the difficulties involved are manifold. 
Except in those instances—and I think 
they would be small in number—where 
the commercial end of the bank would 
break off into a separate institution, 
legal proceedings would have to be un- 
dertaken in respect to each and every 
trust now under administration. A fair 
estimate places the number of personal 
trusts currently in the hands of cor- 
porate fiduciaries as being from three 
to four hundred thousand, and in the 
event of divorcement, the legal status 
of each of these trusts would become 
immediately involved. Unlike the or- 
dinary assets of a bank or business, 
trust estates cannot be sold or trans- 
ferred and delivered to a purchaser or 
other successor. Professor Bogert, in his 
splendid new work on “Trusts and 
Trustees” (Vol. 3, Sec. 531), states the 
law as follows: “Upon the dissolution 
of a corporate trustee, either voluntary 
or on the expiration or forfeiture of 
its charter, the trust is not terminated. 
But the trustees, receivers or other offi- 
cials appointed to wind up the affairs 
of the corporation have no authority 
to execute the trust. Instead, they 
should apply to the court for the ap- 
pointment of a successor trustee, if the 
beneficiaries fail to do so. . . . Upon 
the sale of the business of one corpora- 
tion to another, it is even more clear 
that any trusts held by the purchaser 
are unaffected and that trusts held by 
the seller cannot pass. If dissolution 
of the seller follows the sale, the trust 

omes vacant and a successor will be 
appointed by the chancery court. And 
the situation is not altered by the fact 
that the purchaser is organized merely 
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for the purchase of the business as part 
of a reorganization plan.” 


If a new institution is to be formed 
to take over the trust business of a 
bank, the first problem will be the rais- 
ing of new capital. The careful inves- 
tor will be inclined to investigate the 
earnings of the trust department which 
it is proposed to form into a new com- 
pany. He will find that, where the 
trustee’s commissions are based upon 
the income received by the trusts, lower 
yields from new bond issues and the 
refunding of old issues have made a 
considerable dent in the department’s 
earnings from the personal trust busi- 
ness. Another question will present it- 
self to his mind: Will the new com- 
pany be able to secure all of 
the business of the old trust depart- 
ment? The enforced separation by 
legislative fiat will engender many un- 
founded suspicions in the minds of 
beneficiaries, and these beneficiaries 
must be heard in the appointment of 
a new trustee. Some of them will un- 
doubtedly feel that such drastic legis- 
lation must perforce have been due to 
something radically wrong in the old 
system, although they themselves have 
suffered no injury. But assuming that 
the new company can hold all of the 
old business, what of the future? In 
the past, the most profitable trust busi- 
ness has come through the customers 
of the banking department. There is 
nothing more natural than that cus- 
tomers of the bank, both men and 
women, who have so frequently sought 
the advice of banking executives on 
business and financial matters, should 
entrust their estate affairs to their own 
banks. In the case of divorcement, the 
trust prospects of the future will be un- 
affiliated with any bank, and the hunt- 
ing season will be thrown wide open. 
Under the circumstances, I do not be- 
lieve that I would relish being a good 
trust prospect. 

Looking at the entire situation from 
the standpoint of the beneficiaries, just 
what is there that would seem to pro- 
vide reasonable grounds for divorce? 
Could there have been any test more 
severe than that imposed by the bank- 
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ing crisis of 1933, from which the trust 
business emerged with flying colors? 
I am confident that the following state- 
ment with regard to national banks pro- 
vides a reliable index to our record 
generally. I take pleasure in quoting 
from a letter recently received from Mr. 
O’Connor, the Comptroller of Cur- 
rency: “With reference to national 
banks having trust departments which 
were placed in the hands of conser- 
vators following the bank holiday in 
1933, and your inquiry whether figures 
are now available showing. losses sus- 
tained by the beneficiaries on account 
of the banking crisis, I am pleased to 
report that as to all of such banks 
which have been completely liquidated 
no losses have been suffered by the 
beneficiaries of the trust estates being 
administered thereby on account of 
funds awaiting investment or distribu- 
tion.” 

What other relationships exist be- 
tween a bank and its trust department 
which might concern the beneficiaries? 
Frankly, I do not know. But I do know 
that the Board of Governors of the Fed- 
eral Reserve System is throwing around 
the personal trust business every reason- 
able protection, and that if a trust de- 
partment is operated in accordance with 
the new Regulation F, relating to trust 
powers of national banks, and in ac- 
cordance with our own Statement of 
Principles, beneficiaries need fear no 
evil. And if the beneficiaries are now 
amply protected, and the bank’s deposi- 
tors have no ground for complaint, then 
what price divorcement, with its sever- 
ance of long-standing ties, its elimina- 
tion of corporate trust service in many 
communities where it is most needed, 
its increased capital requirements, its 
removal of facilities now inexpensively 
provided, its increased expense of op- 
eration, its dislocation of long-trained 
personnel, its proximity to sound busi- 
ness advice, its necessity for cumber- 
some and costly legal proceedings, and, 
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in general, the confusion worst con- 
founded that will follow in its trail! 


The answer does not seem to lie in 
drastic legislation. If the patient were 
really unwell, then such an operation 
as an amputation might possibly be ad- 
visable, but with the patient in sound 
condition, why amputate when there is 
no infection either presently evident or 
in prospect? Let the Board of Gover- 
nors of the Federal Reserve System 
continue to prescribe reasonable rules 
of health for the good of the trust busi- 
ness, and let all of us who are inter- 
ested in its continued growth extend to 
them our sincere codperation. Can any 
law be framed that would be as effec- 
tive in throwing safeguards around the 
trust business as our own self-imposed 
Statement of Principles? To those who 
would say that legislation is the proper 
antidote for possible ailments in the 
future, I would quote from an essay 
written by Professor William Dale 
Sumner two generations ago: “We have 
a body of laws and institutions which 
have grown up as occasion has occurred 
for adjusting rights. Let the same proc- 
ess go on. Practice the utmost reserve 
possible in your interferences even of 
this kind, and by no means seize occa- 
sion for interfering with natural ad- 
justments. Try first long and patiently 
whether the natural adjustment will not 
come about through the play of inter- 
ests and the voluntary concessions of 
the parties.” 

© 


NEEDS OF THE WORKER 


THE factors in modern life productive 
of breakdown lie far less in the nature 
of the stress, or in overwork, speed of 
work, than in dissatisfaction and lack 
of incentive in any form, such as lack 
of prospects or reward, unsympathetic 
superiors, distasteful work, fear of los- 
ing one’s job and financial insecurity. 
—Dr. R. D. Gillespie of Guy’s Hospital, 
London. 
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SEEKING STABILITY IN 
MONEY AND BANKING 


By JosepH E. GoopBaR 
President of Society for Stability in Money and Banking, Inc. 


HE founding of the Society for 
Stability in Money and Banking, 
Inc., arose from the feeling that 
bank credit inflation is an imminent 
prospect, and that a completely un- 
biased, non-partisan organization, free 
from any taint of self-interest, is re- 
quired to supply a scientific type of 
information and guidance to the public. 


Without denying that there is a dis- 
turbingly strong sentiment in favor of 
printing-press money, we do not feel 
that the danger from that angle is either 
so pressing or so insidious as is the 
kind of inflation that wrecked our eco- 
nomic organization prior to October, 
1929. Bank deposits are already close 
to the 1929 level—and are constantly 
rising. A few months ago, with ex- 
cess bank reserves somewhat above 
three billions of dollars, the governors 
of the Reserve System saw fit to raise 
reserve requirements by 50 per cent. 
Since that time the rise in reserves has 
continued, and the amount of excess 
reported for July 22 was $2,986,000,000 
—a sum not far short of the excess 
which the governors had previously cut 
down. 


As between currency inflation and 
bank credit inflation, there is a differ- 
ence of great importance with regard 
to their respective degree of imminence. 
Unless Congress should enact legisla- 
tion directing the use of printing-press 
money, not backed by legitimate se- 
curity, that danger is not likely to 
materialize. But nothing is required 
other than a continued policy of 
‘hands off” to assure the development 
of bank credit inflation more serious 
than any we have ever known. 

In the period ending with 1929 my 
own analysis of the sources of bank 
credit inflation indicated three prin- 


cipal channels. Taking these in order, 
they were: (1) the extension of bank 
credit in the form of loans that were 
used in furtherance of stock market and 
other speculative activities; (2) the 
lending of bank credit directly and in- 
directly to borrowers who used the 
loans in financing new construction and 
new capital goods; (3) the expansion 
in volume of aggregate bank credit un- 
der the pressure of business optimism. 


At the request of THE BANKERS 
MAGAZINE Mr. Goodbar has in this 
article set forth the aims and objec- 
tives of the Society for Stability in 
Money and Banking of which he is 
the president. 


Control over the mere volume of bank 
credit, even if wisely exercised, could 
be diverted and nullified, so far as in- 
flation is concerned, were the operating 
banks permitted to continue their poli- 
cies of financing speculation and new 
investments. On the other ‘hand, if 
those banks should cease the extension 
of credit for use in both those types of 
enterprise, it would still be possible 
for inflation to develop unless the gov- 
ernors of the Reserve System are given, 
or devise for themselves, a definite set 
of standards for wisely exercising their 
powers of control over the aggregate 
volume of bank credit. 

At the present time there is an addi- 
tional element of inflation, not present 
during the period from 1921 to 1929, 
which is in the nature of an emergency 
element, and would ordinarily not arise 
under conditions of economic stability 
and prosperity. I refer here to the con- 
stant expansion of bank deposits 
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through Government financing of its 
budget deficits. In the discussion of 
the society, from time to time, on the 
requirements of stable banking, i.e., of 
banking which is so conducted as not 
to promote or encourage inflation, this 
emergency element will usually not be 


Joseph E. Goodbar graduated 
from the University of Arkansas in 
1910 and then came East and 
started a business career in Bos- 
ton, in the course of which he 
achieved a substantial degree of 
financial success. After a number 
of years, in 1927, he felt able to 
afford the luxury of a legal educa- 
tion, entered the Law School of 
Boston University and received his 


LL.B., Magna Cum Laude, in 


1930, serving also, during his final 
year, as chairman of the Under- 
graduate Editors of the Law Re- 
view. He stood at the head of his 
law school class and after gradua- 
tion he ranked first out of about 


nine hundred who took the Massa- 
chusetts bar examination that year. 
He then took his Master of Laws 
degree at the Harvard Law School 
in 1931, specializing in financial 
law. After a year of financial law 
practice in Chicago he returned to 
Harvard Law School and in 1933 
was awarded the degree of Doctor 
of Juristic Science. Mr. Goodbar 
is now a consulting attorney, with 
an office in New York, and a spe- 
cial lecturer on the law of corpora- 
tion finance, at Boston University 
School of Law. He is the author 
of “Managing the People’s Money” 
recently published by the Yale 
University Press. 
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taken into account, due to the belief 
that a sound banking policy in the 
future will protect the country from a 
recurrence of the emergency that now 
confronts us. In order to reach the 
condition of stable balance, the emer- 
gency we are now dealing with cannot 
be ignored. It will necessitate skill 
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and courage of the highest quality in 
our monetary authorities. But when 
that stage has passed, the formula for 
safer driving in the future will prove, 
we believe, comparatively definite and 
simple. 

The major purpose of the society is 
to apply to the banking problem the 
detachment and the exactness of scien- 
tific methods. As was recently stated 
by Thomas C. Boushall, president of 
the Morris Plan Bank of Virginia, and 
a governor of this society, in a series 
of articles published in Rand McNally 
Bankers Monthly for December, Janu- 
ary and February, “Banking in its pres- 
ent form must realize that it faces the 
road to obsolescence, confiscation, na- 
tionalization, or dry rot and decadence, 
unless it turns to a scientific and not to 
a statistical study.” 

Banking ought to occupy a position 
of confidence and to exercise a judi- 
cious and impartial power, free from 
the pressure of expediency and able to 
resist the claims of special interests. 
Through the wise correction of faulty 
practices and of unsound principles of 
aggregate credit control, under the pro- 
visions of appropriate legislation that 
protects the very institutions whose 
practices it subjects to a uniform prin- 
ciple of operation, the banker may find 
his occupation rehabilitated and him- 
self restored to a dignity befitting the 
importance of his economic function. 
The accomplishment of these results 
hinges on the achievement, by the bank- 
ing profession, of its proper place as 
the stabilizing force in prosperity. 

The reason why banking has lost its 
proud and important position, or, I 
should say, the principal reason, lies in 
the fact that in this country it operates 
in almost automatic fashion to pro- 
mote and encourage bank credit infla- 
tion. Under the Federal Reserve Act, 
with its provisions for “elasticity” in 
credit and currency, the possibilities of 
inflation were magnified. The public is 
not, as yet, perhaps, generally aware 
of the part banking has played in this 
great debacle that seems on the verge 
of departing, albeit with a dishearten- 
ing reluctance to leave. But it does 
realize that bankers have a balancing 
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function in the economic structure, and 
that in one way or another they failed 
to exercise that function. 

Banking is a business that is, and 
has always been, charged with a public 
interest. It has custody over the flow 
of money and credit. Unless this cus- 
tody be exercised in a manner that 
maintains credit flow at an active but 
constant rate of flow, and protects the 
productive processes against the intru- 
sion of inflation, then it seems evident 
indeed that banking “faces the road to 
obsolescence, confiscation, nationaliza- 
tion, or dry rot or decadence.” 

With more particular reference to 
the purposes of the society, its major 
objectives, as set forth in its constitu- 
tion, are as follows: 


(1) To improve and perfect the 
American system of money and bank- 
ing, in order to increase the security of 
business activities and the stability of 
employment. 

(2) To educate the public, including 
bank officers and lawmakers, regard- 
ing the true functions of money and of 
bank credit, and their important rela- 
tion to stability in business, finance 
and employment. 

(3) To prevent the laying of un- 
skilled hands on the sensitive economic 
and banking structures. 

(4) To point out to the public mind 
that an important advance in the secu- 
rity of business activity and employ- 
ment may be expected when the use of 
money and of bank credit is directed 
into legitimate economic channels. 

(5) To encourage the early develop- 
ment of American banking along those 
channels which promote constructive 
stability in business activities. 

(6) To develop improved standards 
of banking practice, taking into consid- 
eration the varied needs of the Govern- 
ment, the people, labor, farmers, indus- 
try, investors, bankers and business. 

(7) To develop and support definite 
standards and principles for the use of 
the governors of the Federal Reserve 
System in wisely exercising their pow- 
ers of control over bank policies and 
the volume of bank credit. 

(8) To promote such changes in our 
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own banking system as evolution and 
development in other countries have 
proven successful, in so far as they may 
be adapted to American conditions. 

(9) To work, in co-operation with 
other countries, towards a stable gold 
value for money, to as full an extent 
as may be consistent with the major 
banking policy of promoting stable 
conditions in American business activ- 
ities. 

(10) To bring about the creation of 
a non-partisan monetary and banking 
commission, composed of technically 
trained economists, bankers, lawyers, 
including representatives from the Sen- 
ate and House committees on banking 
and currency. The function of this com- 
mission shall be to werk out the de- 
tails of legislation needed to accomplish 
the above purposes, and thus to give 
to the American people a banking sys- 
tem that will promote stable employ- 
ment and business activity through 
banking policies that are practical and 
economically sound. 

(11) To work with all groups, in- 
terests and political parties, in a strictly 
non-partisan manner, for the realiza- 
tion of the purposes above set forth. 


Board of Governors 


Perceiving a real need for some 
source of public information and guid- 
ance on banking matters—a source that 
is free of partisan bias and untainted by 
special interest—certain men of out- 
standing quality have undertaken the 
duties incident to the position of gov- 
ernors of the society, in the hope and 
belief that it can be made to deserve 
and win the confidence of public and 
of bankers alike. Their only motives 
can be those of desire for public serv- 
ice, as there is no financial compensa- 
tion of any kind pertaining to the office. 

Although the board of governors was 
not complete as of the date when 
this material was made ready for pub- 
lication, it nevertheless at that time con- 
sisted of the following: Jules I. Bogen, 
professor at New York University; 
Thomas C. Boushall, president of the 
Morris Plan Bank of Virginia, and au- 
thor of the striking articles in Rand 
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McNally Bankers Monthly from which 
I have already quoted; Dean Charles C. 
Fichtner, of the School of Business Ad- 
ministration of the University of Ar- 
kansas; A. P. Giannini, chairman board, 
Bank of America, San Francisco; Pro- 
fessor Hudson B. Hastings, widely 
known economist from Yale; Professor 
E. A. Kincaid, of Virginia, advisor to 
the Committee on Banking of the Vir- 
ginia Legislature, in the recent revision 
of banking laws in Virginia; Reid L. 
McClung, dean, College of Commerce 
and Business Administration, University 
of Southern California, Los Angeles; 
Dean Roscoe Pound, of the Harvard 
Law School; George E. Roberts, of New 
York, banker and economic advisor; 
President C. R. Sattgast, of Sioux Falls 
College, a brilliant economist; Horace 
Secrist, professor at Northwestern Uni- 
versity, Chicago; Thomas M. Steele, 
president of the First National Bank 
and Trust Co., of New Haven, Connecti- 


cut; Dr. H. Parker Willis, of New York, 
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a catalogue of whose accomplishments 
in the banking field would take an ar- 
ticle in itself. 

The financial support of the society 
is expected to come ultimately from the 
dues of members, these dues ranging 
from $20 per year up, in order to ac- 
commodate the degree of interest and 
the financial strength of each member. 
It has not been felt either wise or 
proper that any small group of finan- 
cial “backers” should be put in the 
position of possibly influencing in their 
own interests the program of research, 
or the program of educational pub- 
licity, which is being planned. 


Stable Prosperity Desired 


The analysis we have already made 
convinces us that defects in banking 
practice and bank credit control have 
to a very large degree supplied the 
means by which the inflation of the 
late twenties, and the depression of the 
period since 1929, was financed and 
encouraged. We are further convinced 
that those defects consist in the ele- 
ments stated earlier in this article, and 
that they can be readily corrected. 
Merely correcting the defects will go 
far towards restoring and preserving 
the conditions essential to stable eco- 
nomic conditions at a prosperous level, 
and towards producing conditions un- 
der which the individual may enjoy 
economic freedom in conjunction with 
economic security. If we seem, there- 
fore, to be particularly concerned with 
the welfare of banking as a profession 
or business, it is mainly because that 
occupation is an integral part of the 
economic structure, and will gain pres- 
tige and prosperity from the very im- 
provements in practice which preserve 
order and security for the individual 
in every walk of life. 

The society has no bonds that tie it 
to any political party, nor to the in- 
terests of any economic group. It in- 
tends to work hand in hand with all 
groups, interests and political parties, 
in what may properly be called a pan- 
partisan manner, for the realization of 
the purposes previously stated. Its 
concern is with policies, and not with 
parties. 









The New Jersey Retirement Plan 


Details of the Pension Plan of the 
New Jersey Bankers Association .. 


By Witu1am J. Couse 
President, New Jersey Bankers Pension Fund, Inc. 


HORTLY after the election of Leslie 
G. McDouall, vice-president of the 
Fidelity Union Trust Company, 

Newark, to the presidency of the New 
Jersey Bankers Association in May, 
1935, he appointed a committee to study 
and develop a retirement plan for offi- 
cers and employes of member banks of 
the state association, with John L. Wil- 
liamson, vice-president of the Trenton 
Banking Company, Trenton, as chair- 
man. The secretary of the state asso- 
ciation, Armitt H. Coate of Moores- 
town, was made secretary of the com- 
mittee. The objectives of the committee 
were to provide: 


1, A method of pensions for small banks, 
who could not independently write their 
own plan with any degree of satisfaction. 

2. A plan that would be fair and equi- 
table to all and at the same time be within 
cost limits of the average bank. 

3. Retirement benfits adequate to main- 
tain a standard of living comparable to 
that during employment. 

4. A plan that will reward employes 
(officers and clerks) for their faithful serv- 
ice to the banking institution by guaran- 
teeing to them pensions for their further 
lifetime after retirement. 


The committee secured the services 
of competent actuaries, experienced in 
pension procedure, to assist it in its 
work. The first step was to secure 
data from the member banks, which in- 
cluded the positions of the officers and 
employes, age of each, date entered 
bank’s employment and annual salary. 
From this assembled information a pre- 
liminary study was made which enabled 
the actuaries to present cost figures for 
all member banks involved, both large 
and small. These data were then broken 
up and the banks were divided into two 
groups: those having fifty or more em- 


ployes and those having less than fifty, 
and a separate cost for each group cal- 
culated. As a result of this study, it 
was determined that the most practical 
method would be to cover under the 
plan only the participating banks hav- 
ing less than fifty employes in one 
group; however, making the plan avail- 
able to any of the banks in the larger 
group, their cost to be figured on an 
individual basis and their contracts 
made by each bank in that group di- 
rect with an insurance company. 

As the work went forward, bulletins 
showing the progress of the committee 
and essential details were supplied to 
each member bank and constructive 
criticism and suggestions were wel- 
comed. The committee, after working 
the greater part of a year, submitted 
its final report to the executive com- 
mittee on June 14, 1936, at which time 
it was approved, and each member 
bank furnished with the following com- 
plete information: 


“The committee is convinced that the 
principles are safe and sound, and 
firmly believes that a common plan for 
the smaller institutions will be advan- 
tageous to both employer and employe. 
The advantages of a uniform plan for 
all banks are obvious, and, in addition, 
the grouping of the banks will result 
in a minimum cost of administration. 
The provisions of the proposed plan 
are consistent with plans that have suc- 
cessfully operated in industrial, com- 
mercial and financial institutions for 
years. 

“Business is rapidly coming to the 
realization that it is sound policy to 
write off each year a certain amount 
for the depreciation of the human ele- 
ment of its organization, the same as 
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is now done as a common procedure 
in connection with the depreciation of 
buildings and equipment. When there 
is no plan in effect, the employe is 
either continued in service beyond the 
time that his physical strength , war- 
rants (ofttimes at reduced salary); or 
retired on a pension based on the bank’s 
year to year ability to pay. This pen- 
alty to current stockholders means that 
the bank must each year pay the en- 
tire cost out of current earnings 100 
cents on the dollar. The plan provides 
not only a means of discounting those 
dollars, but for employes’ codperation.” 

In the event amendments are made 
to the Social Security Act to include all 
banks, it is provided that necessary ad- 
justments can be made in the total con- 
tributions and credits so that the tax 
on salaries under the act (when and 
if it becomes effective) can be covered 
at a cost not to exceed that provided 
for in the present plan. 

“The cost of the plan is to be borne 
jointly by the banks and their em- 
ployes. A pension is provided which 
gives each employe an income at re- 
tirement in proportion to average earn- 
ings during employment, and which in 
the average case will approximate 50 
per cent. of such earnings. All salaries 
in excess of $10,000 are considered as 
$10,000 under the terms of the plan. 


Eligibility 
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“The retirement age has been fixed 
at 60 for females and 65 for males. An 
employe withdrawing from service may 
either receive the return of all his con- 
tributions or elect a paid-up deferred 
pension for the amount purchased by 
such contributions, while withdrawal 
credits arising from the employing 
bank’s contributions on his behalf will 
be credited to the pension organization. 
A method has been provided, in the 
case of commercial banks, whereby an 
employe withdrawing after fifteen 
years or more of participation who 
elects the paid-up option will retain 
the portion secured by the bank’s share 
of contributions. When an employe 
reaches retirement age, a pension for 
life is provided, but several options 
are available to him. While the plan 
provides for benefits for years of past 
service as well as future service, this 
feature is optional as far as each indi- 
vidual bank is concerned. Because of 
the New Jersey Banking Law as it ap- 
plies to savings banks, it has been felt 
advisable to make certain modifications 
in the proposed plan as it will apply 
to such banks in order that they may 
be included under the plan in a manner 
consistent with the law, and therefore 
certain necessary changes in the plan 
were provided in the case of savings 


banks.” 


Each present employe less than age 65 nearest birthday, if a male, and less 
than age 60 nearest birthday, if a female, who has been in service for at least one 


year, will be eligible to participate in the plan at its installation. 


Other present 


employes and new employes will be eligible on the anniversary of the plan fol- 
lowing completion of one year of service if then less than the stated ages. 


Normal Retirement Date 


An employe will be retired normally on the first day of the month, follow- 
ing the attainment of age 65 if a male, and the first day of the month following 
the attainment of age 60 if a female, or on the fifth anniversary of entry into the 


plan, whichever is the later date. 


Optional Retirement Date 


Employes may be retired at the option of the employer at any time during 
the ten-year period immediately preceding normal retirement date, on a reduced 


retirement income. 


Employes retained in service after normal retirement age 
will not be required to make any more contributions. 


Their retirement income 
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will commence immediately with the option of the employer to adjust the salary 
accordingly. 


Schedule of Retirement Credits and Contributions 


Annual Rate of 
Retirement Income 
for each completed 
year as con- Employe 
Past tributor in salary contributes 
Annual rate of salary service class monthly 
$1050.00 and less $ 9.00 $ 13.50 $ 2.70 
1050.01 : 18.00 3.60 
1350.01 to A : 22.00 4.50 
1650.01 to ! . 27.00 5.40 
1950.01 to . j 31.50 6.30 
2250.01 to i . 36.00 7.20 
2550.01 to : : 40.50 8.10 
2850.01 to A ; 45.00 9.00 
3150.01 to . ‘ 49.50 9.90 
3450.01 to ‘ . 54.00 10.80 
3750.01 to : : 58.50 11.70 
etc., to maximum of 
$9750.01 or over : 148.50 29.70 
Percentage of average 


of salary class 114% 3.60% 


Each employe’s present salary class will determine his retirement credit for 
each year of past service. No credit, however, is included for the first year of 
past service, corresponding to the waiting period for new employes. 


For future service, the employe’s salary class at the beginning of each con- 
tract year will determine his credit and his contributions for that year. 


Withdrawal from Service 


When an employe withdraws from service before retirement, all of his con- 
tributions will be returned to him. 

The contributions of the employer for an employe who withdraws from service 
in good health are returned with 3 per cent. compound interest. The interest 
will be credited on each payment from the end of the third contract year follow- 
ing receipt thereof to the time of withdrawal from service. 


Death Before Retirement 
When an employe dies before retirement, his beneficiary will receive all of 
the employe’s contributions to the plan. 


The rates applying to the employer’s contributions are discounted for mor- 
tality, so that there will be no return to the employer of contributions in case 
of the death of the employe. 


Retirement Income Payments 


The retirement income payments will be made monthly, commencing at the 
retirement date, and continuing until the last monthly payment prior to death, 
except that if the retirement income purchased is less than $10 per month, 
equivalent quarterly, semi-annual or annual payments may be made. 
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At the death of the retiring employe the excess, if any, of the return of con- 
tributions which would have been paid had death occurred on the retirement 
date, over the completed retirement income payments, will be paid to his bene- 
ficiary. 


Individual Example 


Male employe aged 35 years, with 11 years of past service, receiving a salary 
of $1800 per year, increasing as shown: 


Retirement Income 
Past service, 10 credited years at $1800 per year 
Future service, 5 credited years at $1800 per year 
Future service, 10 credited years at $2400 per year 
Future service, 15 credited years at $3000 per year 


Final annual rate of retirement income 


Total contributions throughout future service will amount to $2808. If, after 
retirement, the employe lives 150 months (which is a conservative estimate of 
the average lifetime after age 65), he will receive $16,875 in retirement income. 


ESTIMATE OF CosT 


This estimate of the first year cost to employing banks for future service bene- 
fits, expressed as a percentage of total payroll, is based on the combined data for 
all banks with less than fifty employes each which originally submitted data. 
The true cost will depend upon the banks participating and for each bank will 


be a uniform percentage of the involved payroll. (The “involved payroll” is the 
total of the salaries of employes included in the plan, according to the salary 
classifications, so that the cost to the employing bank is directly proportionate 
to the contributions made by its employes.) 


Number of employes 
Total annual payroll 


Future Service 


Employes’ first year monthly contributigns 
Employer’s first year monthly contributions 
Employer’s total first year cost as a per cent. of payroll 3.88% 


GENERAL PROVISIONS 
Administration 


As provided in the charter, the Board of Trustees, consisting of seven members 
to act as an administrative body in handling the fund, have organized and elected 
officers: President, William J. Couse, president, Asbury Park National Bank and 
Trust Company, Asbury Park; vice-president, H. M. Thomas, president, Princeton 
Bank and Trust Company, Princeton; treasurer, Franklin P. Jones, Jr., president, 
First National Bank and Trust Company, Beverly; secretary, Armitt H. Coate, 
secretary of the New Jersey Bankers Association, Moorestown. 

The office of the corporation will be at Moorestown. 


Other members of the board of seven trustees are: Garret A. Denise, president 
of the New Jersey Bankers Association and president of the Central National bank 
at Freehold; John L. Williamson, chairman of the association’s pension plan 
committee and vice-president of the Trenton Banking Company, Trenton; B. N 
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Beaumont, president of the First National Bank, Garfield; LeRoy A. Goodwin, 
president of the Gloucester City Trust Company, Gloucester City; Karl Schaffer, 
president of the Roselle Park Trust Company, Roselle Park. 


The group has been incorporated as “New Jersey Bankers’ Pension Fund, Inc.” 
and at their organization meeting they completed arrangements with the Prudential 
Insurance Company for a group annuity contract. | They also fixed November 1. 
1936, as the date upon which the plan will become operative. 


The contributions of the employing banks and their employes will be paid 
over by the trustees to the insurance company who will administer the plan and 
guarantee the payment of the benefits purchased by the contributions. Individual 
certificates will be given to each employe joining the plan and evidence of par- 
ticipation will also be furnished each participating bank. 


The group annuity contract will be guaranteed against change for five years 
and any changes made thereafter in its provisions, or in the rates, will not affect 
annuities purchased prior to the change, but will apply only to annuities, both 
for past and future service, purchased after such change. 


The contract will be participating and on each contract anniversary the 
divisible surplus, if any, accruing thereunder will be declared as a dividend to 
be applied against subsequent contributions under the plan. 


Paid-Up Retirement Incomes 


Employes withdrawing from service may, in lieu of the refund of their con- 
tributions, provided these amount to at least $100, take a paid-up retirement 
income to commence at normal retirement date. 


Vested Right 


The plan provides that an employe who withdraws after fifteen or more years 
of service, will, if he elects the paid-up retirement income as explained in the 
previous paragraph, receive a vested right in the part of the retirement income 
purchased prior to his withdrawal by the contributions made in his behalf by the 
employer. This will have no effect on the employer’s cost except for the re- 
linquishing of the credits arising from the return of contributions which would 
otherwise be due on account of this part of the retirement income. 


Retirement Options 


The following options, involving an adjusted amount of retirement income, 
are available upon at least five years’ notice before retirement, or with evidence 
of good health within the five-year period: 


1. A “joint and survivorship annuity” providing that the retirement income 
will be continued until the death of the survivor of the employe and his joint 
annuitant designated at time of election of the option. 

2. A “modified joint and survivorship annuity” providing for 50 per cent. of 
the adjusted retirement income to be continued for the remaining lifetime, if any, 


of the designated joint annuitant after the death of the employe. 


Discontinuance of Plan 


The plan may be discontinued at any time by one or more of the individual 
banks, in which event, however, all retirement amounts purchased prior to dis- 
continuance will remain to the credit of the active and retired employes affected 
by such discontinuance, irrespective of their subsequent employment. Thus, they 
are guaranteed the payment of all benefits which have accrued up to the time of 
discontinuance. 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, New York City 


VARIATIONS IN THE FOREGOING PLAN APPLICABLE TO EMPLOYES OF SAVINGS BANKS 


In order to make the plan available to employes of savings banks, it is neces- 
sary to make the following modifications in the provisions in order to conform 
with existing state laws governing the payment of pensions by savings banks. 
All provisions not covered below are the same. 


Eligibility 
The same as outlined above for commercial banks, except for the further 


restriction that an employe will not be eligible unless the date of employment is 
at least twenty years prior to normal retirement date. 


Optional Retirement Date 


Unless he is incapacitated, the early retirement of an employe of a savings bank 
is dependent upon the prior completion of a minimum period of service as stated 
in the statutes. If an employe is retained in service after normal retirement date, 
his contributions will cease but his retirement income will not commence until he 
retires, after which time an adjustment will be made with the savings bank on 
account of the withheld payments. 


Vested Right 


The vested right after fifteen years or more of service is not available to 
employes of savings banks who must remain in the service until retirement in 
order to receive any pensions provided by the bank’s contributions. 


Discontinuance of Plan 


In event of discontinuance of the plan, with respect to a savings bank, its 
participating employes will receive the benefits provided by the bank’s contribu- 
tions only if they remain in service until retirement. 


IDEAL GOVERNMENT 


I SHOULD like us to have a government whose sole function in the 
field of economics is to provide an environment in which the 
greatest possible number of goods may be produced at the lowest 
possible prices—James P. Warburg. 





The Future of Commercial Loans 


By Cot. LEonarp P. AYRES 
Vice-President, Cleveland Trust Company 


HILE industrial production has 

increased until it is now back at 

the levels of early 1928, just be- 
fore the depression, there has been no 
corresponding increase in the commer- 
cial loans of banks. The volume of 
such loans is now not much greater than 
it averaged in 1934, which was their 
low year, and it is not much more than 
a third of what it was in 1928. This is 
a very different record from the one that 
was made in the recovery from the de- 
pression of 1921, for then the commer- 
cial loans of all banks had reached new 
high records by the summer of 1923. 

Most of the increase that has taken 
place has been in the Chicago and 
Cleveland districts. Since last Decem- 
ber the loans in those two districts have 
increased by 174 millions, or by 33 per 
cent., while the loans in the other ten 
districts have advanced by 109 millions, 
or only 3.8 per cent. The percentage 
increase in the two districts is almost 
nine times as great as that in the other 
ten districts. 

The most plausible explanation 
would seem to be that the automobile 
industry is concentrated in the Chicago 
and Cleveland districts, and that indus- 
try is having a most prosperous year. 
Moreover, those two districts produce 
many other sorts of durable goods such 
as agricultural implements, and most 
of our iron and steel products. The 
output of durable goods in general is 
now rapidly increasing, and it may be 
that this accounts for the loan increases 
in those two districts. However, busi- 
ness activity is increasing in most parts 
of the country, except in the drought- 
stricken regions, and it is doing so with- 
out having to call on the banks for 
much aid to finance its expansion. 
_Up to the time of the great depres- 
sion the main activity of American 


_Cordensed from a recent business bulle- 
tin issued by the Cleveland Trust Company. 


banks, other than savings banks, has 
always been commercial banking. It 
now appears probable that for a long 
time to come bank funds will mostly 
be held in the form of investments, and 
that the making of commercial loans 
will constitute only a minor activity of 
the banks. Commercial loans strictly 
defined are short-term credits extended 
by banks to enable business to finance 
its seasonal requirements arising from 
the production and exchange of goods. 


In general terms the practice of 
American banking from the beginning 
of this century up to the advent of the 
great depression has been to have about 
half of its earning assets employed in 
commercial loans, with the remaining 
half about equally divided between cap- 
ital loans and investments. During 
most of the period since 1900 the total 
earning assets have been from about 
50 to 60 per cent. as great as our na- 
tional income. 


At the present time our national in- 
come is rapidly rising, and the earning 
assets of banks are increasing in about 
equal proportion, but the composition 
of those assets is greatly changed from 
what it used to be. At present the in- 
vestments, instead of being about one- 
quarter of the earning assets, are 60 
per cent. of them. Capital loans are 
about 21 per cent., but commercial 
loans, which have traditionally made up 
about half of the earning assets, are 
now only 19 per cent. of them, and they 
are not increasing nearly in proportion 
as business recovery is advancing. 


Probably these changes in the nature 
and activities of American banking are 
chiefly by-products of the long contin- 
ued deficit financing of the Federal Gov- 
ernment. The Administration has floated 
large bond and note issues and consid- 
erable proportions of these securities 
have been bought by the banks. This 


accounts for the great increase in their 
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holdings of investments. The Govern- 
ment has expended the proceeds of its 
sales of securities, and the funds have 
rapidly flowed through business chan- 
nels, and returned to the banks as de- 
mand deposits credited to the accounts 
of customers. These demand deposits 
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are now greater than ever before, and 
in large degree they are in the accounts 
of business firms. Under these circum. 
stances business, even in a period of 
rapid expansion, appears to have only 
limited needs for additional commercial 
loans. 


Assets of Insured Banks Increasing 


TABULATION of the assets and 
liabilities of the 14,055 insured 
commercial banks in the United 
States on June 30, 1936, has been re- 
leased by the Federal Deposit Insurance 
Corporation. These banks hold 97 per 
cent. of the total deposits of all com- 
mercial banks in the United States. 
Following are a few of the develop- 
ments revealed by comparison with fig- 
ures for earlier periods: 


1. On June 30, 1936, total assets of 
insured commercial banks amounted to 
about $53,600,000,000, an increase of 
13 per cent. since June 29, 1935. 

2. Bank loans and discounts on 
June 30, 1936, amounted to more than 
$15,000,000,000, an increase of 4 per 
cent. in twelve months. This reversed 
the trend which was evident during the 
preceding year when loans and dis- 
counts decreased 5 per cent. 

3. The amount of securities other 
than obligations of the United States 
Government was $7,500,000,000, an in- 
crease of 11 per cent. during the year 
ending June 30, 1936. 

4. On June 30, 1936, the banks re- 
ported United States Government obli- 
gations (including obligations fully 
guaranteed by the United States Gov- 
ernment) amounting to about $14,800.- 
000,000, an increase of 20 per cent. 
over a year ago. Cash and funds due 
from banks intreased during the year 
by 22 per cent. 

5. Total deposits of insured banks 
on June 30, 1936, amounted to nearly 
$47,000,000,000, representing increases 
of 16 per cent. since June 29, 1935, and 
30 per cent. since June 30, 1934. 

6. The rate of growth in deposits, 
and in holdings of securities during 


the year ending June 30, 1936, was ap- 
proximately the same as for the year 
ending June 29, 1935. 

7. Demand deposits continued to in- 
crease at a more rapid rate than time 
and savings deposits. During the year 
ending June 30, 1936, demand deposits 
of individuals, partnerships and cor- 
porations increased by 19 per cent., 
time and savings deposits by 6 per cent. 


© 
VOLUNTARY RECOMMENDATION 


KEEP in mind constantly and consist- 
ently the old adage: “What you do 
makes so much noise I can’t hear what 
you say.” In the last analysis the very 
essence of advertising is the pleased 
customer. No matter what claims you 
may make or how much attention you 
may attract, nothing else is one-half as 
important to your business as a cus- 
tomer who not only likes your service 
but likes it so well that he voluntarily 
recommends your bank to his friends 
and associates. He will do you more 
good than all the propaganda and dope 
you could possibly distribute—C. C. 
Badgett, vice-president, First National 
Bank, Childress, Texas. 


NEED FOR GREATER KNOWLEDGE 
OF BANKING 


So many basic changes have taken 
place in bank law and practice that 
there is a growing necessity for inten- 
sive and intelligent study on the part 
of all bankers, old and young alike, of 
their new opportunities and _responsi- 
bilities—Joseph A. Broderick, Gover- 
nor, Federal Reserve Board. 





INVESTMENT AND FINANCE 


Edited by Oscar Lasdon 


Bank Debentures and Time Deposits 


RIOR to the industrial advancement 

of the past two decades, commercial 

banking was commonly regarded as 
a local affair. Generally speaking, 
bankers were more exclusively con- 
cerned with the administration of those 
problems arising out of loans made to 
neighboring industries; their lending 
and investing operations did not ap- 
proach the scope of present day ac- 
tivities. Bank officers devoted rela- 
tively little attention to developments 
affecting the banking system as a whole. 
Indicative of American corporate evo- 
lution, the integration of many small 
industrial enterprises into fewer large 
units was just beginning. Paralleling 
this change in business came a corre- 
sponding modification of financial 
practices. Banking was also “growing 
up.” 

Now, after twenty years of progress, 
banking is more mature. Bank man- 
agement has profited by the varied ex- 
periences of the post-war boom and 
ensuing depression; today, it is alert 
and inquiring and fully cognizant of 
the problems confronting banks, not 
only as individual units, but also as a 
group; today, banking operations in in- 
dividual institutions are conducted far 
more scientifically than in the past 
while at the same time bank officers, 
through their many organizations, are 
sponsoring researches designed to im- 
prove the banking structure. In the 


latter respect, the New York State Bank- 
ers Association furnishes an outstand- 
ing example of initiative and foresight. 

During the past few years, the New 
York State Bankers Association has 
been conducting numerous exhaustive 
surveys on various phases of banking. 
A most recent study considers many 
important aspects of the time deposit 
situation. Of course, the growing 
volume of time deposits and the in- 
creasing proportion of bank funds in- 
vested in long-term assets are phe- 
nomena which have already received 
wide attention. Nevertheless, little has 
been accomplished in the way of cor- 
recting the lop-sided position of our 
banking system. Although “capital 
assets” and demand liabilities are re- 
garded as an unsatisfactory combina- 
tion, no solution has yet been presented. 

It is true that the guaranty of bank 
deposits contributes toward stability, 
avoiding undue disturbance of bank as- 
sets by discouraging hoarding and sud- 
den withdrawals of funds by frightened 
depositors. But this device is a poultice 
and not a cure, for the basic trouble 
still remains. A poorly ballasted ves- 
sel is apt to be sorely distressed at the 
first run of heavy weather. The proper 
balance is lacking. The same is true 
of our banking system. Heavy, pre- 
cipitate withdrawals would disclose the 
difficulty involved in turning slow assets 
into cash and meeting demands. 


TABLE | 


Number of Banks with Total Deposits 


Under 
$1,000,000 


Answer 


No 23 
Qualified no 


No answer 


$1,000,000 to Over 
$5,000,000 $5,000,000 
12 3 
3 1 
39 16 
4, 4 
9 2 


67 26 





322 


In its investigation, the association 
queried its members on the practicabil- 
ity of converting time deposits, evi- 
denced by pass books, into debentures 
of definite maturities. Some observers 
had voiced the belief that these deben- 
tures were the needed compensatory de- 
vice, transforming a good measure of 
liabilities, now backed by slow capital 
assets, into long-term obligations. A 
large number of banks were asked 
whether, in their opinion, this would 
tend to stabilize the banking system. 
Many conceded this as theoretically 
possible. On the question of feasibility, 
however, most of the views submitted 
to the association were negative. The 
results, set forth in the association’s 
report, are in the accompanying Table I. 

According to the report, “The 
strength of the opposition grows defi- 
nitely with the size of the banks, in 
spite of the fact that certificates of de- 
posit are more common in our larger 
banks than in the smaller institutions.” 
Some typical answers, by banks of all 
sizes, follow: 


1—We prefer C/D’s as more eco- 
nomical for the bank and less cause 
for worry in times of stress. 

2—We believe that in times of 
trouble there would be a market set up 
for such debentures and prices offered 
by so-called brokers, which would be a 
measure of public confidence, or lack 
of it, in the institution issuing the de- 
bentures. Therefore it would be a very 
dangerous experiment. 

3—We prefer the passbook method, 
operating under Regulation Q. 

4—No rules or regulations could con- 
trol the psychology of the masses. 

5—Only accounts of $5000 or more 
could be approached. 

6—Concurrent maturities of deposits 
and “related” assets are impractical. 

7—Confidence in the bank is the real 
solution. 
8—Such money might be driven from 
time to demand money, thereby not im- 
proving the condition of the bank’s ob- 
ligation but merely improving to a 


THE BANKERS MAGAZINE 


certain extent the possible earnings on 
the deposit. 

9—Much education would be neces- 
sary. 

10—The convenience of 
small deposits at frequent intervals 
would not be practical under the 
C/D’s. Possibly a combination might 
work to advantage. 

11—Not feasible unless all adopt the 
plan, including savings banks. 

12—The early maturities would profit 
and the tail-enders would be left 
“carrying the bag.” 


making 


From the above data, it is evident 
that grave doubts exist both as to the 
advisability and success of the deben- 
ture plan. Such doubts are somewhat 
justified by the experience of the Swiss 
banks, the latter offering the only case 
In point. 

Debenture bonds have long been is- 
sued by nearly all the Swiss banks. 
These obligations are of varying ma- 
turities, generally from one to five 
years, and represent, in large measure, 


the equivalent of time deposits or sav- 


ings accounts in this country. The 
bonds are sold daily to the public and 
are issued at fixed rates of interest 
somewhat higher than the deposit rate. 
From a functional standpoint the bonds 
fill, to some extent, the gap between 
long- and short-term credit. Until bank- 
ing difficulties beset Switzerland, these 
bonds were very popular with the pub- 
lic. They were also appreciated by 
the commercial banks because these in- 
stitutions followed the practice of grant- 
ing semi-long-term accommodations of 
an investment nature. 


As in many other countries of the 
world, uneasiness in monetary affairs 
and lack of sufficient confidence in the 
banking situation gave rise to difficul- 
ties. Banks found that they were un- 
able to renew these debentures as they 
matured and were thus confronted with 
the problem of paying out cash. Is- 
suance of new debentures proved difl- 
cult. In the case of one institution, 
this resulted in the Swiss Federal 
Council granting a temporary mora- 
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TABLE II 


Number of Banks with Total Deposits 


Under 
$1,000,000 


Answer 


Qualified yes 


No 
Qualified no 


No answer or uncertain 


torium. Apparently, not even the de- 
benture idea is fool-proof. 

Other objections have been offered. 
In the first place, it is maintained that 
the short average maturity of deposit 
liabilities tends to check undue expan- 
sion of long-term assets. In prosperous 
times, bankers might be lulled into be- 
lieving that, as long as a good portion 
of their liabilities were in debenture 
form, long-term securities were suitable 
investments. Any subsequent decline 
in security prices, therefore, might af- 
fect the banking structure seriously 
through depreciation of bank assets. 
Furthermore, during periods of rising 
prices, some discounting of bank de- 
bentures might arise—thus pyramiding 
the volume of banking liabilities. 

On the other hand, the comment to 
the effect that a market would be made 
for these bonds in times of stress, and 
that quotations below par would reflect 
unfavorably on the credit of the issuing 
bank, is not entirely valid. For if 
guaranty of bank deposits is here to 
stay, it is more than likely that the de- 
bentures would also have the backing 
of the Federal Deposit Insurance Cor- 
poration. 

_ At present, the debenture suggestion, 
in any form, seems unlikely to be 
adopted. But it may only be a ques- 
tion of time before circumstances will 


necessitate the enactment of some reme- 
dial measure. 


SEGREGATION OF SAVINGS DEPARTMENT 


_In the survev just mentioned, the 
New York State Bankers Association 


Over 
$5,000,000 
l 
2 

22 


$1,000,000 to 
$5,000,000 


1 


67 26 


also sought to determine the opinion of 
its members on the separation of sav- 
ings and commercial departments— 
whether definite restrictions on the use 
of funds in each department were con- 
sidered advisable and whether one sec- 
tion’s funds could be used to meet the 
obligations of the other. Replies, as 
outlined by the association, were de- 
cidedly unfavorable. (See Table II.) 

The outstanding comments on this 
question may be summed up in these 
sentences: 

1. It is especially impracticable for 
a small country bank, either because of 
the added expense involved, or because 
of the nature of its assets, or both. 

2. Good management, which would 
mean good assets, is more important 
than segregation. 

3. Neither class of depositors de- 
serves better treatment than the other. 

4. Allocation of certain assets in the 
minds of the management is feasible, 
but physical and legal segregation is 
not desirable. 

5. Flexibility and mobility are more 
important than segregation, which tends 
to increase rigidity. 

6. Segregation, it seems to us, simply 
increases the dangers of long-term in- 
vestments. 
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THE FUTURE OF MANKIND 


THE future of mankind does not depend 
upon political or economic theory, nor 
yet upon measures of social ameliora- 
tion, but upon the production of better 
minds in sounder bodies.—Dr. Earnest 
A. Hooton. 





Invest in Improved 


..« PUBLIC RELATIONS 


No matter whether your bank is new or old, large or small, its 
success in the last analysis depends upon the good will and friend- 
liness of the people of your community. . . . Here is a book 
which covers in detail the art of *‘public relations’’"—the technique 
of presenting your bank and its services in a favorable light. 





The author of this 
book spent three years 
reviewing everything 
that has ever been 
written on the subject 
of bank advertising, 
selling or merchandis- 
ing methods. 


This book is not only 
a condensation of his 
own views and expe- 
rience in this field but 
it also reflects the best 
thought of many other 
practical authorities. 


MERCHANDISING 


for Banks, Trust Companies and 
Investment Houses 


By L. D. MEREDITH 


HIS book discusses not just bank adver- 

tising, or selling banking services, but 
the whole “merchandising process."” The 
author believes that bank services may be 
“*marketed” on just as scientific a basis as 
manufactured products and that bankers 
should take just as much pains to analyze 
every step in the process which includes the 
four elements of merchandising, namely, 
market analysis, advertising, selling and 
publicity. 

Financial institutions offer a wide variety 
of services and these services interest the 
consumer for a wide variety of reasons 
demanding many different kinds of “‘ap- 
peals."” Between the producer, the bank or 
investment house, and the consumer there 
exists a wide gap which must be bridged. 
This means devoting careful and intelligent 
attention to the tastes of the consumers and 
to the methods by which the message of 
the offering institution may be conveyed to 
customers and prospects. 

This book doesn’t discuss means of get- 
ting ‘‘new business’ by ballyhoo methods 
only to find that the business thus secured 
costs far more than it was worth. But it 
does show how banks can analyze their 
merchandising problems, decrease their sell- 
ing costs and maintain the good will and 
good understanding of their present cus- 
tomers and future prospects. 

We would be glad to send this book on 
approval without obligation to any bank or 
banker in the United States. 


Price $5.00 delivered. 


BANKERS PUBLISHING COMPANY 


465 MAIN STREET 
CAMBRIDGE, MASS. 
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FINANCIAL SITUATION ABROAD 
A Monthly Survey 


—— 


The General Situation 


HILE a number of the nations of 
Europe are making extraordinary 
outlays for military purposes, and 
others are boasting of their prepared- 
ness for war, American observers who 
have recently returned from Europe are 
of the opinion that an early war, of a 
general character, is improbable. Evi- 
dently, the nations that are arming so 
rapidly and those that boast of their 
present military prowess aim to be 
ready for whatever may happen. That 
they are fearful of what this may be, 
is clear from the course they have taken. 
The struggle in Spain has continued, 
the government forces being hard 
pressed by the insurgents, but putting 
up a stubborn resistance. It seems to 
be generally held that whichever side 
ultimately wins, Spain is destined to 
experience serious difficulties for many 
years to come. 


France has been troubled by the con- 
flict in Spain, a considerable body of 
French workers sympathizing with the 
Spanish loyalists, and demanding in- 
tervention in their behalf by France, a 
demand which the French Premier has 
stoutly resisted. This situation has led 
to workmen’s strikes, and the resulting 
disturbance has caused a further heavy 
movement of gold from Paris to New 


York. 


Great Britain 


“WHERE Does Britain Stand?” asks 
The Economist (London) in its issue of 
August 29, and after recounting the 
failure to take action with regard to 
certain recent political events, reaches 
the conclusion that British policy is be- 
coming flaccid. “What,” asks The 
Economist, “has happened to that John- 
Bullish quality of determination which 
has so often in our own history issued 
forth in dogged courage—and some- 
times in sheer wilfulness, unlovely ego- 
tism, or even brutality? Today we are 
compelled to witness the display of a 
spirit which accords strangely with 
British history and traditions. Last 
century, the world was pacifically con- 
quered by British trade and British in- 
stitutions. This country drew the civi- 
lized world along its own path; and 
most countries came to believe that our 
path was the right one for economic 
and cultural development. Then, we 
believed it ourselves, with courage and 
determination. Today, Britain retreats 
from world markets; and her ideas and 
institutions are steadily yielding ground 
to political systems in which her cher- 
ished conception of individual liberty 
has no part.” 


The British in retreat before alien 


political systems, if true, constitutes a 
remarkable development of the times, 


BANKERS INVITED 


FOREIGN BANKS ARE 


INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) 


UR close contact with the commercial activities with seven 
Offices in the City and various Branches in other parts of 
] India, puts us in the best position to serve you. 


| S. N. POCHKHANAWALA, Managing Director 





COLLECTION SERVICE IN ECUADOR 


For American Bankers 


and under American Standards. 


LA PREVISORA NATIONAL BANK OF CREDIT 


Head Office: GUAYAQUIL 


Main Branch: QUITO 


33 other Branches and Collecting Agents in the Country. 


Our Foreign Department not only undertakes actual collection 
of drafts but renders a complete service through its exhaustive 
Credit Reports and Quarterly Business Survey, mailed free of 
charge to our patrons abroad. 


54% of all collections on Guayaquil are handled by our Bank. 


and one whose consequences must be 
profound. 

Commenting on “the undoubted ac- 
celeration in the growth of economic 
recovery in Great Britain,” The Statist 
(London) in its recent half-yearly 
banking and commercial review, does 
not look on it in its entirety with a 
favorable eye. 


“The reason for this change,” says 
The Statist, “is not far to seek. There 
is abroad a new attitude in which the 
government is prepared freely to lay 
out both its cash and its credit. That 
mood is apparent in the rearmament 
program, in the large-scale schemes 
for the nationalization of main roads, 
in the acceleration of telephone and 
electrical development, in the direct 
help which is being given to export 
trade through British government credit 
guarantees, as for example in the £10,- 
000,000 Soviet credit, in the direct help 
which has been given to the distressed 
areas, in the subsidies which the gov- 
ernment is pouring out to agriculture, 
to wheat growers, stock raisers, and the 
sugar beet industry. Is this generosity 
a mood on which the government de- 
serves congratulation or reprobation? 
Taking a reasonably long view of the 
situation, there can be no doubt that 
the new attitude offends too many solid 
canons of economy and careful hus- 
banding of resources to avoid condem- 
nation. But the reckoning, if and when 
it comes, will be ‘in the long run.’ For 
the more immediate outlook there can 
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be no doubt that the new expansionism 
provides a most potent factor making 
for further improvement in the general 
economic situation.” 


And The Statist, recognizing the re- 
covery that has taken place, does not 
view it with unrestrained satisfaction. 
“It is, however, quite evident,” says the 
article, “that much of the present stimu- 
lation of activity is decidedly artificial, 
though it need not become dangerous 
so long as its reactions are kept in 
check. The activity which results from 
the expansionist policy of the govern- 
ment does not provide a permanent 
basis for the functioning of our eco- 
nomic life. The process or rearmament 
is essentially uneconomic. It cannot 
continue forever. The same is true of 
all the ancillary activities which go 
with rearmament. For example, it holds 
good of the housing, the provision of 
public utility services, of amusements, 
shops, luxuries, etc., that accompany 
the establishment of new armament fac- 
tories and the extension of existing 
plants. If these plants become obso- 
lete, the ancillary trades will obviously 
suffer with the center round which they 
have grown. That is a definite danger 
which is apparent not merely in the 
direct and visible efforts which are be- 
ing made to extend industrial plant in 
order to catch up arrears in our arma- 
ment structure, but also in the indirect 
repercussions of the rearmament pro- 
gram on the general industrial struc- 
ture of this country—as, for example, 





CAPITAL 
Authorized §P10,000,000.00 
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BRANCHES 
Cebu, Iloilo, Zamboanga 


EIGHTY YBARS 
and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


in the extensions which may be made 
to our iron and steel plants.” 


These observations, though penned 
with reference to Great Britain, may 
not be inapplicable to our own situa- 
tion. 

Fortunately, industry in the British 
Isles is prospering, unemployment de- 
creasing, and the course of business 
generally highly favorable. But The 
Economist still finds the country’s for- 
eign trade as “the weakest link in the 
chain of British recovery.” 

Partly because of a desire to prevent 
deflation, and partly due to increased 
domestic circulation of notes and hoard- 
ing of notes abroad, the Bank of Eng- 
land has lately added largely to its pur- 
chase of gold. 


Mexico 


AN evidence of the increased prosperity 
of the country is afforded by the growth 
in the number of automobiles now in 
use. Sales of new automobiles in 
Mexico last year reached the highest 
figures ever recorded. According to 
these figures, sales were double those 
of the year 1934. Usually half of the 
vehicles sold in the Republic are dis- 
posed of in the capital and vicinity; 
but in 1935 sales outside the Federal 
District exceeded those inside it. Never- 
theless, 5361 new vehicles were regis- 
tered in Mexico City, which means an 
increase of 36 per cent. over 1934. 

After having been forced off the 
metallic standard by the high price of 


Inquiries and correspondence invited. 


silver, now that there has been a de- 
cline in the price of the metal, Mexico 
has returned to the use of silver as 
currency. 

Recent information is to the effect 
that the Banco de Mexico will become 
the central bank of the country, with 
enlarged powers over the currency and 
banking. 


Poland 


SincE August 1 certain changes have 
become effective relating to foreign ex- 
change. The introduction of special 
foreign accounts is a new departure, 
besides the already existing free and 
blocked accounts. The amount of cur- 
rency that may be taken out of the 
country without special permit is re- 
duced to 200 zlotys per person having 
a foreign passport except in instances 
where the Foreign Exchange Commis- 
sion has fixed special standards cover- 
ing not onity the kind, but also the 
amount of currency that may be taken 
out of the country at the time of de- 
parture to certain specified countries, 
without obtaining further special permit. 

During the first six months of 1936 
Polish imports registered a gain of 10 
per cent. while exports gained 9 per 
cent. Total imports were valued at 
458,852,000 zlotys as compared with 
416,510,000 during the same period in 
1935 or an increase of 42,342,000 
zlotys. The gain was shared mostly 
by raw wool and cotton, followed by 
vegetable oils, dyestuffs, and fertilizers. 
Exports were valued at 483,937,000 
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Christiania Bank og Kreditkasse 


Oslo, Norway 


Founded 1848. 


First established 
private bank in 
Norway 


Telegraphic address: 


BANKING BUSINESS OF EVERY 
DESCRIPTION TRANSACTED 


Kreditkassen 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 


zlotys during the half year 1936 against 
442,675,000 a year ago, with increases 
in wheat and rye flour, hog products, 
butter and eggs, lumber and zinc. 


Finland 


ACCORDING to the Quarterly Review, is- 
sued by the Nordiska Féreningsbanken, 
Helsingfors, the last few months have 
again provided evidence of a continued 
steady and successful economic de- 
velopment. The crop prospects appear 
to be comparatively promising; indus- 
trial output has, on the whole, been 
able to maintain its large extent, prices 
have been steady on the domestic com- 
modity market, but sales have increased 
appreciably; imports have grown, es- 
pecially in the case of means of pro- 
duction, but exports have increased even 
more; the balance of trade is good, also 
the balance of payments; there has been 
an ample supply of money and the 
foreign indebtedness of the country, 
already small, has been reduced still 
more. The economic position in the 
country may be described as exception- 
ally good at present. 

Regarding the reduction in 
foreign debt, the Review says: 

“In the first place as regards the 
long-term indebtedness in the form of 
bond loans in foreign currency, - the 
outstanding amount of these at the be- 
ginning of this year was 5800 million 
marks. During the present year the 
outstanding amount has been reduced 
by about 100 million marks net. The 
value of the outstanding state bonds 
was reduced by 89 millions, chiefly by 
the redemption of large items of dollar 
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bonds of 1935, 1923 and 1926. The 
value of bank bonds has been reduced 
by 12 millions, while the value of mu- 
nicipal bonds has increased in spite of 
regular redemption by 8 million marks 
net owing to a new credit of 2 million 
Swedish crowns.” 
© 


BETTER THAN HEAVEN? 


My mother made her own candles for 
light. She cleaned her floors with a 
broom. She pumped water from a well 
and carried it into the kitchen. She 
had no bathroom. She had no refrig- 
erator. Her fuel was wood and ther- 
mostatic control of heat was unknown. 
Hot water was a luxury. The house in 
which she lived her life is still my 
home. Its rooms are now bright with 
electric lights from Westinghouse bulbs; 
a vacuum cleaner made by Westing- 
house keeps the floors clean. An auto- 
matic, electrically operated pump sup- 
plies water not only to the kitchen but 
to a bathroom, and both hot and cold 
water are always available. An electric 
refrigerator keeps food fresh. If my 
mother could come back to live her life 
over again in this new old home, | hon- 
estly believe she would prefer it next 
to Heaven. All these changes have 
takn place during the past fifty years. 
—A. W. Robertson, Chairman Western 
Electric and Manufacturing Company. 
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It should be easy for any government 


to please the people. All they want is 
lower taxes and larger appropriations. 
—Washington Post. 
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Current Conditions in Canada 


T mid-September, economic barom- 

eters in Canada were probably 

more favorable than at any time 

since 1930, says the monthly Letter of 

the Bank of Montreal released Septem- 
ber 23. 

“Mineral production,” continues the 
letter, “which in the first six months 
of the year had surpassed that of any 
previous corresponding period, con- 
tinued to be extremely active; manufac- 
turing production was well maintained; 
retail sales reflected an upward trend 
in consumer purchasing; external trade 
in recent months has been 20 per cent. 
higher than for the similar period of 
last year; employment has scored a 
gain of 5 per cent. over last year; car- 
loadings after a long and steady rise 
Were increasingly buoyant; and though 
crops over large areas have been a 
partial or even total failure through 
drought. farm prices at long last are 


on approximately the same level as 
prices in general. 

“The decline in notice deposits of the 
banks following the temporary high 
point reached in April has been con- 
tinued, though the lead over 1935 is 
still substantial. Demand deposits, 
though showing some recessions, are 
still after seasonal adjustment at a new 
high point in recent years. Loans, on 
the other hand, have reached a new 
low since 1911. Bank debits for 
August were $2,619,000,000 as com- 
pared with $2,497,000,000 in August 
last year.” 


Bank of Canada Moves Toward 
Nationalization 


An important development in Cana- 
dian banking is reported from Ottawa. 
This was the appointment of six addi- 
tional directors of the Bank of Canada, 
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and acquirement by the Canadian gov- 
ernment of 100,200 Class B shares of 
the bank. This move gives the gov- 
ernment control of a majority of shares 
and of the board. The Minister of Fi- 
nance will hold the Class B shares, and 
they will not be traded in as may be 
the shares which are privately owned. 

The partial nationalization of the 
Bank of Canada is a step in the direc- 
tion of a more liberal credit policy and 
of closer participation of the govern- 
ment in the application of that policy. 


Continued Progress 


Reviewing conditions in the Monthly 
Commercial Letter for September, the 
Canadian Bank of Commerce finds that 
the seasonal revival of business has been 
accelerated by a number of factors— 
the early harvest on the prairies, activ- 
ity in forestry, mining and some of the 
heavy secondary industries. Residen- 


tial construction has been active, but 
other building is comparatively quiet. 
Tourist traffic the past summer has been 


the heaviest in five years. The total 
value of construction work now in 
progress in Canada is estimated at about 
11 per cent. below that of a year ago, 


and the volume about 14 per cent. |ess, 
The decline is mainly attributed to the 
smaller amount of engineering work 
now being undertaken. It is estimated 
that the amount of residential construc- 
tion in progress is about 18 per cent. 
larger than a year ago. 


The Banking Situation 


Commenting on the banking situation, 
the Letter notes that while commercial 
loans of the chartered banks fell in July 
to the lowest point in twenty-six years, 
the opinion is expressed that the fall in 
commercial loans has not adversely af- 
fected business in general. The grounds 
for this opinion being that the physical 
volume of business in Canada has again 
reached a point 10 per cent. above 1926 
or, when multiplied by the index of 
wholesale prices, has a monetary equiv- 
alent about 18 per cent. below 1926, 
whereas early in 1933 its monetary 
value had fallen nearly 60 per cent. 
below that level. 

The Canadian Bank of Commerce re- 
ports that the number of its borrowers 
in July last was the highest in two 
years, representing a marked increase 
in individual loans, for both commer- 
cial and financial purposes. 


Bank of Montreal, Head Office 
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ADVERTISING AND PUBLIC RELATIONS 
Guest Editor, Marvin A. Lemkuhl 


Scott-Telander, Inc., Advertising Agency, Milwaukee, Wis. 


Advertising for Loans 


URING the years immediately pre- 

ceding the 1930’s, most commer- 

cial banks devoted their primary 
advertising efforts to the solicitation of 
deposits. But today more and more 
banks are featuring their credit facil- 
ities, advertising their willingness to 
make loans. As a result, bank officials 
and bank admen are confronted with 
new aspects of financial merchandising; 
and perhaps it may be helpful to ex- 
amine certain phases of loan promo- 
tion—in an attempt to arrive at basic 
guiding principles for the immediate 
future. 

The first question that occurs is: 
“Does it really pay to advertise for 
loans?” More specifically: “Can ad- 
vertising help to increase the demand 
for commercial loans?” 


One viewpoint holds that demand for 
bank credit is a direct outgrowth of 
business needs and cannot be inspired 
by advertising. To a great extent this 
is true. Loan demand is an accompani- 
ment of business improvement, and 
business firms cannot be expected to go 
into debt unless there are favorable 
prospects for the profitable employ- 
ment of borrowed funds. 

Viewed only in this light, it may seem 
futile for a commercial bank to adver- 
tise its loaning service; and one is 
tempted to dismiss the idea with the 
old saying, “You can lead a horse to 
water, but you cannot make him drink.” 

On the other hand, numerous busi- 
ness firms and corporations have be- 
come less and less “bank minded” dur- 
ing recent years. This fact alone is a 
strong argument for vigorous, persist- 
ent bank advertising—especially for 
advertising designed to re-establish com- 
mercial banks as the accepted func- 
Honaries for financing current business 
operations. 


Here as in other phases of bank pub- 
lic relations, there is need for customer 
education and public education, And 
here again is a task which cannot be 
performed overnight. Nor is it a task 
which can be accomplished casually, 
simply by “running a few ads on 
loans.” 

It is therefore highly encouraging to 
note the increasingly large number of 
banks embarking on sustained programs 
for the promotion of their commercial 
loan service. 

Even admitting that no single com- 
mercial loan advertisement can be ex- 
pected to bring a stampede of would-be 
borrowers into the bank, the psychology 
of such advertising seems eminently 
sound. Among other things, it sur- 
rounds the bank with the atmosphere 
of a going concern, an active force in 
the commercial-industrial life of the 
community. This is especially true 
when the advertising reveals a practical 
understanding of business needs and 
problems ...a _ sincere interest in 
community progress ... and a prac- 
tical philosophy of constructive service. 

In connection with this whole subject, 
it is also well to remember that the 
market for bank credit—like the market 
for any other commodity or service— 
is a parade, not a standing army. At 
times its movement may be impercep- 
tible, but it is never wholly static. Even 
during the depths of a business depres- 
sion, new products are launched .. . 
new industries born . . . and new pros- 
pects enter the market for commercial 
loans. And at all times, though firm 
names remain the same for generations, 
the executive personnel of business or- 
ganizations is continuously changing. 
These facts merely emphasize the need 
for sustained advertising, persistent ad- 
vertising year in and year out. 

Another phase of loan promotion 
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pertinent to this discussion concerns the 
advertising of personal loan service. 

Numerous commercial banks have es- 
tablished personal loan departments in 
recent years—yes, and in recent months 
—and it is almost axiomatic that vol- 
ume is essential to profitable operation 
in this field. At least, this has been 
the common experience of most banks 
that offer personal loan service. And 
except in rare instances, volume does 
not grow to adequate proportions with- 
out aggressive promotional effort on 
the part of the bank. 

It is therefore pertinent to consider 
the question: “What are the most effec- 
tive methods of advertising personal 
loans?” 

There is no pat answer. No two 
banks operate under exactly the same 
conditions. But in general, careful 


study of the methods employed by suc- 
cessful banks leads to the following 
conclusions: 

Personal loan service should not be 
merely “offered”—it must be “sold”— 
for the average individual has little or 


no idea that his commercial bank is in- 
terested in making small character 
loans. He is accustomed to thinking of 
his bank as a convenient place to de- 
posit money and draw checks. If he 
thinks of the bank’s loaning function 
at all, he is likely to think of it imper- 
sonally. He may feel that the bank is 
concerned only with business projects 
and would have no interest in his family 
financial emergencies or budgetary 
problems. 


As a corollary of this, there is con- 
siderable evidence indicating that per- 
sonal loan advertising should dramatize 
the specific purposes for which small 
loans are made. 


In many cases it is also effective to 
be as specific as possible in advertising 
the rate of interest, method of repay- 
ment, security required, etc. This not 
only forestalls many undesirable appli- 
cations, but enables the prospective bor- 
rower to compare the bank’s terms with 
those offered by personal finance com- 
panies. 


Now, a word or two about media 
will serve to conclude this brief dis- 
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cussion of small loan promotion. If 
the bank’s personal loan department is 
a new venture, it should of course be 
publicized rather generously. It is news 
of real interest to a large segment of 
the community. The usual media of 
wide circulation—such as newspapers, 
outdoor bulletins, radio, car cards, ete. 
—serve to spread the news quickly. 

After the department has been in op- 
eration for some time, it may be desir- 
able to taper off the advertising to a 
certain extent in order to concentrate in 
those media which prove to be most re- 
sultful. Incidentally, the relative pull- 
ing power of various media can be 
measured with fair accuracy simply by 
asking each personal loan applicant 
how or where he heard of the bank’s 
small loan service—how he happened 
to come to the bank for the loan in 
question rather than approaching some 
other lending agency. This sort of 
check may not be definitely conclusive, 
but it should provide valuable clews as 
to the source of personal loan applica- 
tions. 

Of course, media of wide circulation 
have a permanent place on the adver- 
tising schedule if the bank desires to 
reach people who may not be in imme- 
diate need of a loan, but who may be- 
come good prospects six months, a year 
or two years hence. In addition, ad- 
vertisements in such media have a cer- 
tain amount of institutional value for 
the bank as a whole, for they display 
the bank’s name even though the text 
is restricted to the subject of small 
loans. 

To reach people who are in imme- 
diate need of funds, some banks have 
used direct mail and classified advertis- 
ing with considerable success. In fact, 
one large midwestern bank found that 
classified advertising proved highly re- 
sultful. Nor is this surprising, for such 
advertising appears under the heading 
“Personal Loans” or “Money to Loan” 
where it is likely to be read almost ex- 
clusively by those who are actively 
“shopping” for money. 

So much for our general discussion 
of loan advertising. We turn now to 
a brief review of actual loan advertise- 
ments recently published by banks. 
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Recent Loan Advertisements 


OOKING beyond the immediate 

present, Wachovia Bank and Trust 

Company, Winston-Salem, N. C., 
headlines the idea that “Your CREDIT 
Reserve is as Necessary as a Cash Re- 
serve” stating that “It is valuable to 
any business to know exactly where it 
stands with regard to bank credit. By 
talking over your financial conditions 
and plans with one of Wachovia’s ofli- 
cers at this time—in confidence—you 
can establish a background and an ac- 
quaintance which may make credit 
promptly available when opportunities 
develop for you to use seasonal funds 
to advantage.” 

In Dayton, Ohio, the Third National 
Bank flashes the emphatic message, 
“Able to lend . . . willing to lend... 
and DOING it!” The very swing cf 
this headline implies an alert willing- 
ness to do business. 

The First National Bank and Trust 
Company of Minneapolis briefs its story 
of loan service in one effective para- 
graph: “During the year ended July 1, 
1936, the First National Bank and Trust 
Company (Main Office only) made 
22,584 loans totaling $152,177,403 to 
meet the needs of business in Minne- 
apolis and the Northwest.” 

Outlining the advantages of its Di- 
visional Loan Organization, the First 
Wisconsin National Bank of Milwaukee 
stresses the fact that its loaning officers 
understand the problems of loan appli- 
cants through specialized study of re- 


Further Glimpses 


URNING from loan promotion, 

here are additional glimpses of ef- 

fective newspaper ads recently pub- 
lished by banks: 

The American Nashville Bank, Nash- 
ville, Tenn., informs the community 
that “We buy in Nashville TOO!” Un- 
der this headline the text tells that pur- 
chases hy this bank, largely from Nash- 
ville firms, “amounted to over two and 
one-half million dollars during the 
past ten years. This is another side 


lated lines of business. The ad is cap- 
tioned “Men who talk your language.” 

Featuring personal loan service, the 
California Bank, Los Angeles, inquires, 
“Need Money for Your Vacation Trip?” 

The Lincoln-Alliance Bank and Trust 
Company, Rochester, N. Y., arrests the 
reader’s attention with the headline, “I 
wish I could afford a Stromberg-Carl- 
son” . .. then tells how easily one of 
these fine radios may be purchased with 
the aid of the Lincoln-Alliance Budget 
Payment Plan. An unusual and, we 
think, effective presentation. It really 
gets down to cases. 

The Atlantic National Bank of Jack- 
sonville, Fla., suggests its personal loan 
plan as a means of financing insurance 
premiums. Another case of getting 
down to cases. 

Similarly, the First Huntington Na- 
tional Bank of Huntington, W. Va., 
features its “P. C. D.” plan as “the only 
way” for many married couples to pur- 
chase a new automobile, radio, wash- 
ing machine or other household equip- 
ment requiring more money than they 
have on hand at the moment. The 
“P. C. D.” means Purchasers’ Credit 
Department. 

In a full-page ad the First National 
Bank, Spring Valley, N. Y., gives de- 
tails of its small loan service in true 
news style, the format resembling a 
typical news page. And unlike many 
attempts at this sort of treatment, news 
flavor and news-writing technique are 
well maintained throughout the whole. 


of Recent Ads 


of the importance of the American Na- 
tional Bank to the business success of 
Nashville.” 

In a beautifully illustrated series of 
advertisements, the National Savings 
Bank, Albany,'N. Y., invites—we should 
say lures—Vacation Club members. 
One of the ads is headlined, “Keep on 
the Star-board Side of Summer Fi- 
nance,” and the copy reads: “If you’ve 
ever sailed a yawl you know how it 
feels to skim over the briny blue with 
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the ease of wind. It is a vacation sport 
of real thrills. But like all sports and 
all vacations . . . it takes money. A 
skimpy vacation, one you ‘put on the 
cuff is like sailing with a dragging 
anchor. No matter how much fun, 
there is still a reckoning. Let’s be 
smart and do it all beforehand. Join 
our Vacation Club now!” This copy, 
typical of the series, carries a note of 


How Much 


OW big should an advertising ap- 

propriation be? How much ad- 

vertising is enough? Not long 
ago the advertising manager and the 
chief auditor of a well known bank, 
checking records of past expenditures, 
discussed these questions . . . and the 
auditor summed up his philosophy of 
advertising as follows: 


“You usually know when you have 
over-spent, when you have been extrava- 


pleasant informality and persuasiveness 
found all too seldom in financial writ. 
ing. Yet, aided by distinctive illustra. 
tive and typographic treatment, each ad 
is appropriately dignified. 

Promoting its trust service, the City 
National Bank of Columbus, Ohio, 
shows an illustration of a will and 
adroitly captions it, “A Document of 
Success—treat it as such.” 


Is Enough ? 


gant and wasted advertising money 
through unwise purchases. In fact, you 
can often estimate the amount of your 
excessive expenditures and then take 
corrective action. But you can never 
determine how much you have lost 
through not spending enough! And 
this kind of loss is not only incal- 
culable, but forever irretrievable. So 
it seems to me that it is a more serious 
error to spend too little than to spend 
too much.” 


Such as They Are, Banks Have Profits 


PROFITs are returning to the banking 
business. In 1935, for the first time 
since 1931, member banks of the Re- 
serve System registered a net gain, 
amounting to $212,000,000, compared 
to a net loss of $225,000,000 in 1934. 
As is generally known, this change did 
not come about through greater earn- 
ings. In fact net earnings in 1935 
were some millions less than in 1934. 
Other changes tell the story. First of 
all, an increase of $122,000,000 in re- 
coveries, profits on securities sold, etc. 
Secondly, a drop in losses and depre- 
ciation of $335,000,000. Third, a re- 
duction in interest paid on deposits, 
from a level of 3 1-3 per cent. in 1930 
to less than 2 per cent. in 1935 on sav- 


ings, and to practically nothing on de- 
mand deposits. 

Profits, however obtained, are profits. 
Yet one might reflect on the complete 
eclipse of profits from old time banking 
operations. There is no substitute for 
them, in the long run. And the out- 
look is not cheering. The average rate 
of interest and discount on loans in 
1929 was 6.1 per cent.; in 1933 it was 
4.68 per cent., and in 1935, the figure 
was 4.16 per cent. In interest on in- 
vestments alone the decline has been 
from a level of 4.70 per cent. in the 
years 1927-29, to 3.53 per cent. in 
1933, to 2.76 per cent. in 1935. And 
needless to say, the end of this down- 
ward trend is not yet discernible— 


North Pacific Banker. 
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BOOKS FOR BANKERS 


Past AND PRESENT Facts ABOUT 
Money IN THE UNITED States. By 
Paul Bakewell, Jr., New York. The 
Macmillan Co., 1936. $2.00. 


Tue author of this book is an attorney 
and his approach, therefore, is that 
of the legally trained mind. The 
analysis which he has made is, essen- 
tially, a study of what has been said 
about money in the Constitution of the 
United States, the statutes enacted by 
Congress and certain of the more im- 
portant decisions of the Supreme Court 
interpreting both the Constitution and 
statutes. He gives relatively little con- 
sideration to the economic factors in- 
volved. The emphasis is laid on re- 
cent developments as is indicated by 
the fact that 82 pages are given over 
to the historical treatment of this sub- 
ject from the first days of the nation 
down to 1933 and the balance of the 
book to the period from the time when 
President Roosevelt took this country 
off the gold standard. 

This book has value in two differ- 
ent ways. In the first place, it presents 
a succint history of the legal definition 
of money in this country. Particularly 
noteworthy in this connection is a sum- 
mary of the discussion which led to 
the definition of the dollar at the time 
that it was established as our national 
monetary unit. The author has in- 
cluded excerpts from a report of Alex- 
ander Hamilton made to the House of 
Representatives. The difficulties en- 
countered in the effort to establish a 
bimetallic monetary base are outlined, 
and attention is called to the fact that 
the dollar as originally defined was a 
silver unit to which a gold unit was 
attached. In this connection, the dis- 
cussion of the change in the definition 
of a gold dollar in 1834 is interesting. 
It appears that this change was to bring 
the gold dollar or unit into conformity 
with the basic silver dollar or unit 
since the two had parted company due 
to the increasing value of gold in the 
world market. The author also calls 
attention to the change in the basic unit 
from s‘lver to gold in 1873. This was 


a change in the definition of the unit 
but not a change in its value as the 
silver in the silver dollar which had 
been the basic unit had almost exactly 
the same market value at that time as 
the amount of gold in the gold dollar 
which was made the basic unit by stat- 
ute in that year. 

Like most right minded and intelli- 
gent people, the author is very much 
perturbed by the events of the past few 
years. He feels, however, that the last 
word has not been said on this sub- 
ject and that the constitutional phases 
of this problem have not yet reached 
a complete and final adjudication. He 
calls attention to the fact that the Con- 
stitution gives to Congress the power to 
coin money and regulate the value 
thereof. He raises the issue as to 
whether Congress, once having defined 
the money unit and its value, has any 
power to change the value by re-defini- 
tion. He notes that the change in the 
definition of the unit in 1873 did not 
change the value of the unit. He quotes 
certain Supreme Court decisions which 
appear to support his point. 

The Supreme Court has settled cer- 
tain issues of rather limited scope. The 
answer to the major questions raised 
by President Roosevelt’s acts has not 
yet been given. The present volume 
supplies some information along these 
lines and has the even greater value 
of being thought-provoking and stimu- 
lating. It is well worth the time and 
thought of any banker. 


THE BEHAVIOR OF MOoNEY—EXPLORA- 
TORY StupiEs. By James W. Angell. 
New York: McGraw-Hill Book Co. 
1936. Pp. XIV-207. Price $3.00. 


It is refreshing to pick up a book on a 
subject which has been so frequently 
treated by theoretical economists in 
strictly theoretical manner and find this 
atittude deplored. It is reassuring to 
continue and find that, although the 
author has made a painstaking study of 
a great deal of statistical material, he 
freely admits that the data under con- 
sideration are not sufficient to justify 
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any but tentative conclusions. All this 
naturally leads the reader to feel that he 
can give most serious consideration to 
the opinions expressed. 

After a brief introductory chapter, the 
relation between currency, bank deposits 
and other major economic factors is 
discussed. Here the conclusions, in 
part, are as follows: 


1. The quantity of money outside 
(outside of the Treasury and banks) in 
1931 (before hoarding started) was 
nearly four times as large as in 1890. 
Monthly data since 1919 show seasonal 
fluctuations. Outside currency moves in 
close relation to retail expenditures and 
small individual incomes in industry, 
but at major turning points, it moves 
simultaneously or with a slight lag, not 
with a lead. 

2. Both total and circulating deposits 
increased more rapidly than outside cur- 
rency. Circulating deposits appear to 
move roughly with, and usually a little 
behind, the volume of economic activity 
as measured by industrial production, 
car loadings, etc. 

3. The ratios between currency and 
both classes of deposits were downward 
from 1890 to 1934. Neither ratio shows 
cyclical movements. 

4. None of the data offers evidence 
of direct causal connection between cur- 
rency and deposits. Rather both appear 
to be connected with common causes. 

5. Any monetary theory based on con- 
trary assumption is running counter to 
the facts revealed by this study. 

6. It is highly significant that out- 
side currency and circulating deposits 
tend to move with or after, but appar- 
ently never before, changes in produc- 
tion, trade, etc. 

7. All these facts have a marked bear- 
ing on the questions of “reflation,” “in- 
flation,” etc. The data revealed provide 
no prima facie support at all for the 
view that increasing the quantity of 
money will start the process of eco- 
nomic recovery. 


It would be interesting to read an 
analysis of these data prepared by 
Messrs. Rogers, Warren and_ other 
“brain trusters.” 

The third chapter is titled, “Some 
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Regional Comparisons and Interregional 
Relations.” The conclusions reached 
are: 


1. In the period 1919-34, the rela- 
tive banking importance of all of the 
Federal Reserve districts changed, some 
increased, some decreased. New York, 
which is approximately three times the 
size of any other district, followed a 
pattern of its own. 

2. The relative importance varied with 
the volume of business in this district 
as measured by the usual economic sta- 
tistics. 

3. The circulating deposit relatives of 
New York follow closely the trend of 
the emulated Gold Settlement Fund 
movements for New York. 

4, Large disturbances in one district 
tend to a diffusion into other districts 
but the diffusion is not uniform either 
in degree or timing. 

5. The country appears to be neither 
characteristically homogeneous _ nor 
heterogeneous in its reaction to banking 
movements. The pattern of _ inter- 
districts movements is extremely com- 
plex and requires much additional in- 
vestigation. 


The fourth chapter investigates the 
exchange velocity of circulating de- 
posits. Data are lacking for a rigorous 


analysis of this matter. The index for 
New York City is higher than for the 
rest of the country and varies more 
sharply. An intra-month cycle appears 
to exist which is’ not the same for all 
months. At no point after 1924 did 
the velocity resemble movements of re- 
tail transactions. Deposit exchange 
velocity seems to be predicated on 4 
complex group of factors. 

The fifth chapter deals with this “cir- 
cular velocity” of money, national in- 
come, and the stock of money. The 
analysis indicates that the circular ve- 
locity has been remarkably stable, the 
drop after 1930 apparently being due 
to hoarding. The general movement of 
money income seems to be closely re- 
lated to the stock of circulating money. 
The ratio between exchange velocity 
and circular velocity rose through 1929, 
the peak apparently being caused by 
the abnormal volume of financial trans- 
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actions. The quantity of money tied up 
in such transactions seems to be com- 
paratively small but is capable of at- 
taining very high exchange velocity. 

The last chapter summarizes these 
conclusions and draws some additional 
inferences. One of the most important 
of these is the undue emphasis which 
has been laid on the influence of in- 
terest rates on business activity. While 
influential, interest rates do not appear 
to be the controlling factor that they 
are frequently considered. 

The book is provided with many ex- 
cellent yet simple charts and numerous 
tables placed in an appendix. These 
tables are accompanied by explanations 
of the sources from which they are de- 
rived and the computations effected to 
obtain certain of the figures. 

This volume is not light reading, but 
is well worth the study which it re- 
quires. Both the analyses and the con- 
clusions are thought-provoking and 
much material is included which the 
reader may employ for further analyses. 
Unquestionably it is one of the best 


books on money which has been pub- 
lished in recent years. 


MicraTION OF INDUSTRY TO SOUTH 
America. By Dudley Maynard 
Phelps. New York: McGraw-Hill 
Book Co., Inc., 1936. Pp. X-335. 
Price $4. 

Tue depression out of which the world 
is gradually emerging checked the 
economic development and the foreign 
industrial penetration of South America 
which was begun many years ago and 
which experienced such a remarkable 
forward movement in the decade fol- 
lowing the World War. It seems 
highly probable, however, that, with a 
restoration of normal business activity, 
South America will once more witness 
a renewed effort to introduce new in- 
dustries. Corporations organized in 
the United States have been leaders in 
the industrialization of South American 
countries, and it may be presumed that 
they will remain in the forefront of this 
movement. 

_ If bankers, therefore, are going to be 

Jn a position to evaluate both the bank- 
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ing needs and the limitations on bank 
credit to be set for corporations 
operating in this field, it is essential 
for them to be familiar with the pos- 
sibilities, opportunities, limitations and 
advantages affecting American corpora- 
iions establishing plants in South 
American countries. This is, perhaps, 
the first, certainly it is the most com- 
prehensive volume, on this subject, 
which has yet been made available to 
them. 

The author analyzes at some length 
the reasons for the establishment of 
such plants, the difficulties encountered, 
the effects of tariffs and taxation, gov- 
ernmental control of foreign industry 
in South American countries, differences 
experienced in plant operation in South 
America as contrasted with those en- 
countered in the United States, the 
policies of companies manufacturing 
in Latin American countries and the 
results which have been attained. 

The analyses have been based largely 
on the study of companies which have 
established plants in Argentina, Brazil, 
Chile and Uruguay, but the general 
principles which are developed are 
applicable in general to such work in 
all countries south of the Rio Grande. 


Economic WELFARE. By Oscar New- 
fang. New York: Barnes & Noble, 
Inc. $1.50. 

THE sub-title of this book is “a plan 

for economic security for every family,” 

and from this it may be inferred that 
the author is rather idealistic in his 
treatment of current problems. To this 
he might fittingly reply, that the world 
today is not suffering from a surplus of 
idealism. And it may be said that Mr. 

Newfang’s idealism does not blind him 

to realities. He sees things as they are. 
His qualifications for dealing with 

the problems troubling our country and 
the world are such as to fit him for 
reaching conclusions based on experi- 
ence. He was for many years as- 
sociated with large banks, and later 
with an extensive manufacturing con- 
cern. It is evident that he has given 
long and serious study to the subjects 


with which he deals. Wide informa- 
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tion is evidenced throughout the work, 
and it is free from partisan bias. 

Earlier chapters consider economic 
principles, and these are handled with 
accuracy and fairness. This part of 
the book constitutes interesting and in- 
structive information, nor is this com- 
mendation limited to these chapters 
alone. 

The author would substitute for the 
wage system in industry a partnership 
arrangement. This plan has appealed 
strongly to many minds; but where 
tried by a number of large corpora- 
tions, it does not seem to have worked 
well. Employes were happy so long 
as there were profits to divide, but not 
so well pleased when profits ceased 
and losses occurred. 

It is known that during the depres- 
sion many of the large corporations 
have paid out for wages and materials 
much more than they recéived in in- 
come. 

Here is a statement (p. 23) of special 
applicability to our times and condi- 
tions: 


“In a depreciation of the currency 
and the consequent inevitable rise in 
prices (which may follow so gradually 
that the worker does not perceive the 
causal relation) the worker indeed 
receives the same number of dollars in 
wages, but the dollars will buy only a 
fraction of necessities of life that they 
formerly would. If the worker would 
know how his wages are drifting, he 
must continually convert them into the 
necessities of life and compare the rela- 
tive amounts of these that he can com- 
mand. He is no better off with high 
nominal or money wages if prices have 
gone still higher in proportion; his 
real wages are lower. He is no worse 
off with lower money wages if prices 
have decreased in greater proportion; 
his real wages are higher.” 


And here is another pertinent ex- 
tract: “There is still in all countries 


a great amount of evasion of contracts, 
and not infrequently governments 
themselves are guilty of this crime 
against business integrity when they 
debase or devalue the money in which 
they agree to meet their obligations, 
or when they repudiate a positive writ- 
ten contract to meet these obligations 
in gold coin of a definite weight and 
fineness. What kind of enforcement of 
private contracts can be expected from 
governments which themselves violate 
their contracts?” 

The limitation on inheritances which 
the author proposes might be of less 
value than he thinks. After all, it is 
not so much the wealth itself that 
should be distributed, but its products. 

Speaking of inheritance taxes, the 
author says: 


“The inheritance tax, of course, in- 
volves no tax on the dead citizen; and 
since the receipt of the inheritance is 
practically a windfall acquired by the 
heir without any labor on his part, 
there is no particular sacrifice on his 
part in paying the inheritance tax.” 


But the citizen is virtually taxed 
while living. If in business, he may 
have to count upon the inheritance tax 
as a sum to be withdrawn at his death, 
and must set aside funds to meet the 
death duty, or to insure against it, as 
is quite commonly done in England. 
And the heir, despite the “windfall,” if 
also heir to the decedent’s business, may 
experience a sacrifice nevertheless. 

Within the compass of 184 pages, 
this book deals with a multitude of 
problems of present-day concern. The 
reforms the author advocates, while 
generally desirable, may not be easily 
attainable, and this fact he recognizes. 
Nor is it certain that the methods sug: 
gested are in all cases the best that 
could be devised. And one need not 
agree with all that is proposed to 
recognize that here is a full and fair 
discussion of vital problems, temperate 
and fair throughout. 
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IN THE MONTH'S NEWS 


That's a Good Idea 


qCustomers of the Public National 
Bank and Trust Company, New York, 
are enthusiastic about the “Spending 
Controller” which that bank is dis- 
tributing to checking depositors. This 
device, which is patented, enables the 
user to classify his expenditures at the 
end of each month so that at the end 
of the year he will have a complete 
picture of what he has saved and how 
his money was spent. Use of this sys- 
tem helps to prevent unwise expendi- 
tures and to stimulate savings. 


q The staff of the San Leandro branch 
of the Bank of America (California), 
under the supervision of P. D. Bartlett, 
manager, felt that the bank’s installment 
loan plan could be popularized locally 
by merchandising. To accomplish this, 
Mr. Bartlett designed a window display 
and the staff worked Saturday and Sun- 
day and several nights to produce a 
model house. This display was a com- 
plete home in miniature, including a 
garage with auto, lawns, trees, flowers, 
sidewalks, lights, fireplace—in fact 
everything that the bank’s new “Time- 
plan” financing makes possible. The 
local newspaper wrote a story and the 
people of San Leandro showed intense 
interest in this novel window display. 


Through a reciprocal arrangement 
with a local florist the Bridgeport 
(Conn.) City Trust Company is pro- 
vided daily with fresh flowers to orna- 
ment the bank’s lobby and the desks of 
officers. The idea has attracted wide- 
spread and favorable comment and has 
been very favorably received by the 
bank’s customers. The florist feels well 
repaid beause of the tremendous adver- 
tising value. 


{In soliciting personal checking ac- 
counts the Webster and Atlas National 
Bank of Boston makes a feature of clean 


money. “We usually,” says a recent 


folder, “have a supply of new or clean 
money for cashing individual checks 


(and who would.not rather have clean 
bills in his wallet than old ones).” 


q Employes of a number of New York 
City banks are taking advantage of the 
Associated Hospital Service offered in 
that city whereby subscribers may, by 
the payment of a fee of 3c a day, assure 
themselves of hospital care in case of 
illness, without further expense. 


q The Emigrant Industrial Savings 
Bank of New York has established a 
bill-paying service for its depositors by 
which it is possible for any depositor 
to have the bank pay all of his monthly 
bills charging the total amount to his 
savings account. Bills are sent direct 
to the bank on the first of the month 
and by the 15th the bank submits to 
each depositor using the service a sheet 
with the bills listed on which is shown 
the total of the depositor’s account at 
the bank the amount to be deducted to 
pay the month’s bills and the balance. 
If the accounts listed are correct the de- 
positor signs the voucher and returns to 
the bank whereupon the bills are paid. 
The cost: five cents per bill paid. 


Personal 


q At the last month’s meeting of the 
board of directors of the First National 
Bank, Cooperstown, N. Y., John F. 
Moakler, the vice-president, was elected 
president to succeed the late George H. 
White, and Ralph W. Ellsworth and 
Adrian A. Pierson were elected vice- 
presidents. Sumner M. Shumway was 
promoted to the office of assistant 
cashier and trust officer and Harry N. 
Shepard was made assistant trust officer 
to succeed Mr. Shumway. 

Mr. Moakler has been steadily asso- 
ciated with the First National Bank for 
a period of nearly twenty-five years 
having entered its employ November 11, 
1911. He was elected assistant cashier 
in 1917 and became cashier in 1930. 
Later in the same year he was chosen 
vice-president and served in that ca- 
pacity until his election as president. 
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@ Donaldson B. Thorburn, formerly 
assistant vice-president in charge of the 
advertising and publicity department of 
Bank of America, N. T. & S. A. in San 
Francisco, has resigned to become asso- 
ciated with the New York office of The 
Wall Street Journal. 


@ Lauder W. Hodges, San Francisco 
attorney, has been named secretary of 
the California Bankers Association. In 
recent years he has been associated 
with the Federal Reserve Bank of San 
Francisco as attorney in connection with 
loans of working capital to established 
industries. 


q Thomas P. Parsley has been elected 
assistant vice-president of the Morris 
Plan Bank of Virginia. He has been 
cashier of the Petersburg branch. 


Toward Recovery 


q Production of industrial machinery, 
which in 1933 was valued at $1,038,- 
000,000, or only a little more than a 
quarter of its value in 1929, is now 
found, by The Index of The New York 
Trust Company, to be experiencing a 
marked recovery. New orders for foun- 
dry equipment attained in 1935 a vol- 
ume five times their volume in 1932, 
according to the bank review, while 
those for machine tools were more than 
four times as high as they had been 
two years earlier, the gains in both 
classes continuing during the current 
year. 


Dividends 


@ The common stock of the Manufac- 
turers Trust Company, New York, has 
been placed on a $2 per year basis by 
the action of the directors in declaring 
a regular quarterly dividend of 50 cents 
per share payable October 1. At the 
same time the directors declared an in- 
itial quarterly dividend of 50 cents per 
share on the new $2 convertible pre- 


ferred stock, payable October 15. 


q The Bank of the Manhattan Com- 
pany, New York, has just paid the 
298th dividend since its organization in 


1799—a quarterly payment at the rate 
of 371% cents per share payable Octo- 
ber 1. 


@ The board of directors of the Guar- 
anty Trust Company, New York, last 
month declared a quarterly dividend of 


3 per cent. for the quarter ending Sep- 
tember 30, 1936, payable October 1. 


@ Directors of the State Street Trust 
Company, Boston, Mass., last month de- 
clared a regular quarterly dividend of 
$2 a share payable October 1. 


Service Charges 


@ Local notables including Mayor 
Bernard F. Dickmann and L. W. Bald- 
win, president of the Missouri Pacific, 
were present at the inauguration of the 
Check-Master Plan at the Plaza Bank in 
St. Louis of which F. R. von Windegger 
is president. 


g Another bank to enter the ranks of 
those offering checking account service 
to small depositors is the Seattle Trust 
and Savings Bank. These are called 
“Convenience Checking Accounts” and 
initial deposits may be made as little 
as $1. No minimum balance is required. 
Checks either deposited or drawn are 
charged for at 5 cents per item. There 
is no charge for cash deposits or for 
opening the account. 


Salaries 

q During 1935 there were in operation 
in the three Pacific Coast states 1470 
banks, employing a total of 24,499 per- 
sons, with an aggregate pay roll dur- 
ing the year of more than $47,100,000, 
according to the third report of the 
new Census of Business series on bank- 
ing institutions. 


{In New England the average salary 
paid to employes of all banks, includ- 
ing executives, is $1958, according to 
a report recently released by the Bureau 
of the Census. In unit banks (banks 
without branches) the average salary 
for executives was $3776 and $1399 for 
other employes. In branch banks the 
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average salary was $1958. For execu- 
tives it was $5464 and for other em- 
ployes, $1426. 


Mortgages 

@Speaking before the annual conven- 
tion of the Savings Banks Association 
of Connecticut, John W. Mackey, attor- 
ney of the Dime Savings Bank of Brook- 
lyn, stressed the many advantages of 
putting all mortgage loans on an amor- 
tization basis. 

“We stress with the home owner,” 
Mr. Mackey stated, “the point that in 
allowing him or her to make payments 
in this manner the saving in interest 
over the life of the mortgage represents 
a very substantial saving. With this 
thought in mind we gave out pamphlets 
indicating a typical case of a $5000 
mortgage bearing interest at 514 per 
cent. and amortized at the rate of $50.00 
quarterly which showed that over a 
period of twenty-five years the mort- 
gagor had paid $6875 in interest and 
still owed $5000 on his mortgage. 
Whereas under our plan calling for 
amortization, he would pay $3472.25 
interest and a principal amount of 
$5000 making a total of $8472.25 which 
amount not only paid his interest over 
a twenty-five-year period but extin- 
guished the debt. 

“This point is rather convincing and 
has been very effective in selling many 
hesitant mortgagors the idea of amor- 
tizing.” 


Deaths 


{Cornelius Amory Pugsley, for forty- 
six years the president of the Westches- 
ter County National Bank of Peekskill, 
N. Y., died in his eighty-sixth year on 
September 10. 

Mr. Pugsley had been a commanding 
figure in the business and social life of 
northern Westchester County for more 
than forty years. He accumulated a 
fortune estimated in the early 1920’s 
at several millions, only to be wiped 
out three years ago by the depression 
which forced his bank to close its doors 
temporarily, pending reorganization. 

His faith in internationalism, of which 
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Mr. Pugsley was a noted advocate in 
his later years, and his philanthropies 
had much to do with the collapse of his 
bank. He had invested extensively in 
foreign bonds which went into default 
early in the depression. With much of 
his fortune given away in public gifts 
and endowments and the greater part of 
the rest lost in the default of foreign 
bonds, Mr. Pugsley found his personal 
fortune gone when he needed it most. 

In the reorganization he relinquished 
the 1040 shares of stock that had given 
him control of the institution, and he 
and his son resigned their positions as 
president and vice-president. 

The institution’s new management 
paid Mr. Pugsley a pension, said to 
have been $2500 a year. It offered to 
let him live on in the quarters over the 
banking rooms, which had been his 
home for more than forty years, but 
Mr. Pugsley declined and left the scene 
of his financial rise, at Main and North 
Division Streets, to occupy an old 
Colonial homestead he owned but never 
had used. The home, in which he died, 
faced Pugsley Park, which he gave to 
the city at a cost of $400,000. 


League of Nations 


q The Economic Intelligence Service of 
the League of Nations has recently pub- 
lished a new work in two volumes en- 
titled “Money and Banking, 1935-36” 
which is a sequel to the publication on 


“Commercial Banks, 1927-1934” which 


appeared last year. The first volume, 
which sells for 65 cents, is entitled 
“Monetary Review” and the second vol- 
ume, which sells for $1.85, is entitled 
“Commercial Banks.” Both volumes are 
on sale at the World Peace Foundation, 
8 West 40th Street, New York, which 
is the authorized agent for the publica- 
tions of the League of Nations in the 
United States. 


Foreign Trade 

G Sales of General Motors cars and 
trucks to dealers in the overseas mar- 
kets during August totaled 24,966 
units. This figure represented the 
largest August volume in any year since 
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1928, and was 16.4 per cent. over the 
volume in August of last year, and 
2.0 per cent. under the volume in July 
of this year. 

These figures include the products of 
the corporation’s American, Canadian, 
English and German factories sold out- 


side of the United States and Canada. 


National Banks 


q A “Manual of Laws Relating to Loans 
and Investments by National Banks” 
has been published by the Committee 
on National Bank Research, National 
Bank Division, American Bankers As- 
sociation. The manual was prepared 
with the needs of the smaller banks in 
mind, since they obviously have greater 
difficulty in answering legal questions. 
It contains the full text of most of the 
statutory provisions on loans and in- 
vestments supplemented by the regula- 
tions of the Comptroller of the Cur- 
rency and the Board of Governors of 
the Federal Reserve System on loans 
and investments. Copies may be ob- 
tained from the A. B. A. at 50c each. 


Commercial Paper 
q The Federal Reserve Bank of New 


York states that reports from commer- 
cial paper dealers show a total of $205,- 
200,000 of open market paper out- 
standing on August 31, the highest total 
at the end of any month since October, 


1931. The figure represents a gain of 
9 per cent. over the total of $188,000,- 
000 at the end of July and an increase 
of 16 per cent. over $177,000,000 on 
August 31, 1935. 


Bank Equipment 


q Ninety- three bank offices throughout 
the United States are now equipped 
with teletypewriter service provided by 
the American Telephone & Telegraph 
Company. Among recent installations 
are Birmingham Trust & Savings Co., 
Birmingham, Ala.; Central Hanover 
Bank & Trust Co., New York; Commer- 
cial National Bank, Bozeman, Mont.; 
Commercial National Bank & Trust Co., 


New York; Fidelity Bankers Trust Co., 
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Knoxville, Tenn.; First National Bank 
in Reno, Nev.; First National Bank & 
Trust Co., Oklahoma City, Okla.; Har- 
ris Trust & Savings Bank, Chicago; 
Indian Head National Bank, Nashua, 
N. H.; Lumbermen’s National Bank, 
Menoninee, Mich.; Merchants National 
Bank, Boston; National Shawmut Bank, 
Boston; Seattle-First National Bank, 
Seattle, Wash. 


Anniversary 


q Robert A. Patteson, president of the 
Tarrytown National Bank, Tarrytown, 
N. Y., has recently completed his 
fiftieth year of banking with the same 
institution. 


Bank Stocks 


A new 1936 high was established by 
New York City bank stocks during 
August, according to Hoit, Rose & 
Troster. The weighted average of 
seventeen leading issues reached the 
new year’s high of 68.48 on August 7. 
This compared with former high of 
63.95 on January 14 and marked the 
peak of the steady upward movement 
since the year’s low of 50.29 on April 
30. On profit-taking, the list eased off 
to 63.41 on August 21, but a good rally 
in the last week of the month enabled 
the average to regain 90 per cent. of 
this decline. 


q A study of the Continental National 
Bank and Trust Company of Chicago 
has been prepared by J. G. White & 
Company. The study emphasizes the 
bank’s satisfactory earning power even 
during the current period of low inter- 
est rates, with commercial business at 
low ebb, as illustrated by the fact that 
during 1935 the bank was able to clear 
$1 of net operating income to every 
$2 of gross income. Over $134,000,000 
of assets have been charged off in the 
past four years, according to the analy- 
sis. The recent improvement in the 
security markets offers possibilities of 
substantial recoveries. 

The bank’s earnings for the first half 
of 1936 amounted to $9.15 per share of 
its common stock or an annual rate of 
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$18.30. The current market is approxi- 
mately 8.2 times the current rate of 
annual earnings. As of December 1, 
1935, the bank’s total capital funds, ex- 
clusive of preferred stock, amounted to 
$41,012,508, while as of June 30, 1936, 
after cash dividend payment of $1,500,- 
000, capital funds had increased 16.4 
per cent. to $47,744,872. 


Public Relations 


qThe Wisconsin Bankers Association 
has established a “department of public 
relations” and has appointed A. R. 
Gruenwald as manager. Mr. Gruen- 
wald, for about eight years, has con- 
ducted the advertising and public re- 
lations activities of the Marshall and 
Ilsley Bank, Milwaukee. 

The new department will develop a 
program along the following general 
lines which were recommended in the 
annual report of the association’s edu- 
cation and public relations committee: 

1. Intensive training classes for off- 
cers, directors and employes within each 
county or other convenient area. 

2. Cultivation of better relations 
with the press. 

3. Expansion of the program of 
talks before schools and adult groups. 

4. Assistance to bankers in the 
preparation of timely articles and talks 
on subjects of interest to the public. 


A. |. B. 


q At the St. Paul convention of the 
American Institute of Banking to be held 
next June, the Omaha, Neb., chapter 
will, for the first time in its thirty-two 
years, nominate a candidate for national 
president. The name to be presented is 
that of Milton F. Barlow, assistant 
cashier of the United States National 
Bank, Omaha. The campaign com- 
mittee for Mr. Barlow has issued the 
following statement describing their 
candidate’s qualifications: 

“Even prior to receiving the Stand- 
ard Certificate in 1928, Milton Barlow 
Was serving upon chapter committees. 
Soon he was elected to the local board 
of governors, then chosen vice-president, 
then president. Omaha Chapter still 
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remembers and appreciates significant 
improvements made when he was edu- 
cational director, substantial increase in 
members when he was chairman of the 
membership committee, successful in- 
auguration of public educational activi- 
ties during his chairmanship of that 
committee. 

“This intelligent local service was 
facilitated by an excellent educational 
background. Milton Barlow was grad- 
uated from the Hotchkiss School at 
Lakeville, Conn.; from Yale University, 
and has been admitted to the practice 
of law in Nebraska. Experience gained 
as an officer of his bank has effectively 
tempered and made useful this formal 
schooling. Sincerely interested in the 
educational problems of the institute, 
he found in national organization work 
a wide field for the exercise of his 
talents. 


“National committee activity and 
three years of service upon the National 
Executive Council have naturally re- 
sulted in many intimate working rela- 
tionships. These associations with lead- 
ers in institute affairs are marked in 
every instance by a very genuine re- 
spect and admiration for our candidate. 
This feeling upon the part of his work- 
ing associates is the most reliable in- 
dicator of a truly able leader. 

“Believing the institute must continue 
to have men of unusual executive ability 
in posts of greatest responsibility if 
progress is to be maintained and sen- 
sibly directed, we strongly urge your 
whole-hearted support of Milton F. 
Barlow—our candidate for National 
Vice-President.” 


q Commencement exercises were held 
simultaneously by 220 local chapters of 
the American Institute of Banking on 
September 9 when institute certificates 
were awarded to 2700 graduates of the 
various chapters. The assembled gradu- 
ates and friends were addressed by 
radio by Governor Joseph A. Broderick 
of the Federal Reserve Board, who was 
introduced by Harold Stonier, National 
Education Director of the Institute. 
Bankers are more fully alive today, 
Governor Broderick said, to the impor- 
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tance of acquiring knowledge and ap- 
plying it practically through intelligent 
and enlightened leadership. 


Investments 


q A new folder has been prepared by 
Halsey, Stuart & Co., Inc., showing how 
much yield must be obtained at any 
given level of income from bonds either 
wholly or partially exempt from Fed- 
eral income taxes in order to equal the 
net yield (after payment of taxes) of 
taxable securities. The tabulation also 
provides a direct comparison of wholly 
exempt and partially exempt income. 


Openings 

q The Clinton Trust Company of New 
York has opened a new office in the 
McGraw-Hill Building, 330 West 42nd 
Street to be known as the McGraw-Hill 
office. 


Postal Savings 


¥ Postal savings deposits in June, 1936, 
reached a total of $1232 million. This 
is $27 million greater than June, 1935, 
and $18 million greater than the pre- 
ceding month of May this year. These 
figures were supplied by the Post Office 
Department and appeared in the Fed- 
eral Reserve Bulletin. 


Small Loans 


G In New York City the Banca Com- 
merciale Italiana Trust Company is at- 
tracting considerable business for its 
personal loan department due to the 
fact that its charges are only 14 per 
cent. per month on unpaid balances 
although the state law allows 1 per 
cent. There are no other fees. Loans 
are made from $50 to $1000 and are 
payable in twelve monthly installments. 
A person borrowing $100 receives the 
full amount without any discount and 
actually pays back only $3.25 interest. 


@ Personal loans in state banks and 
trust companies in New Jersey amounted 
to $4,161,531 on June 30, 1936, as com- 
pared with $2,807,844 at the close of 


THE BANKERS MAGAZINE 


1935—a gain of nearly 50 per cent. in 
six months—it was recently announced 
by Carl K. Withers, State Banking Com- 


missioner. 


Bank on the Air 


q “Ports of Call,” a unique series of 
fifty-two half-hour electrical transcrip- 
tions, will be presented by the Morris 
Plan Bank of Virginia over Radio Sta- 
tion WRVA, Richmond, Virginia, every 
Monday night from 8 to 8:30 begin- 
ning September 28 and _ continuing 
through March, 1937, Thomas C. Bou- 
shall, president of the bank, announced 
recently. Going off the air the end of 
March, the program will be resumed 
the following September and will con- 
tinue through March, 1938, he said. 


Correction 


@In the last issue of THE BANKERS 
MAGAZINE were published two views of 
the new building of the Hillsdale Na- 
tional Bank. Through an error in the 
caption this bank was described as be- 
ing located in Hillsdale, Pa., instead of 
Hillsdale, N. J. This building was de- 
signed and constructed by Tilghman 
Moyer Co., of Allentown, Pa. 


Bank Buildings 


q The Sussex Trust Company at Lewes, 
Delaware, has signed a contract to en- 
large and remodel their banking quar- 
ters. The Tilghman Moyer Company 
of Allentown, Pa., a firm of architects 
and engineers who specialize in the de- 
sign and construction of bank buildings, 
have been employed to do the work. It 
is estimated that the contemplated im- 
provements will cost less than half as 
much as the same work would have cost 
in 1929. A new vault will be installed. 

The same firm has also been awarded 
the contract to enlarge and remodel the 
banking quarters of the Farmers and 
Citizens Bank and Savings Company at 
Bucyrus, Ohio; to remodel the main 
office banking quarters and branch office 
of the Johnstown Bank and Trust Com- 
pany, Johnstown, Pa.; and to remodel 
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LINDSAY BRADFORD 


The president of the City Bank 

Farmers Trust Company of New 

York made one of the outstanding 

addresses to the A. B. A. convention 
in San Francisco last month. 


the banking quarters of the Peoples 
Savings Bank, Mt. Gilead, Ohio, includ- 


ing installing a new modern vault. 


Record 


For the first time in its history, net 
deposits of The Chase National Bank 
of New York last month exceeded two 
billion dollars when weekly Clearing 
House figures reported net deposits as 
$2,003,308,000. 


Independent Bankers 


q At their last month’s convention at 
St. Paul, Minn., the Independent Bank- 
ers Association decided to send a dele- 
gation to the A. B. A. convention in San 
Francisco and passed resolutions call- 
ing for lowering the rate of interest paid 
on postal savings from 21% per cent. 
to 1'4 per cent.; decentralization of 
FDIC supervision, giving state super- 
visors complete authority; appointment 
of a committee of three in each state 
as an FDIC advisory body; opposition 
to compulsory membership in the Fed- 
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eral Reserve for banks in FDIC with 
more than $1,000,000 deposits; oppo- 
sition to discrimination by FDIC against 
state banks with small capital. 


Convention Dates 
STATE AND SECTIONAL 
Oct. 21-22—Kentucky Bankers Associa- 


tion, Brown Hotel, Louisville. 

Oct. 29-30—Nebraska Bankers Associa- 
tion, Hotel Fontenelle, Omaha. 

Nov. 6-7—Florida Bankers Association, 
Tampa. 

GENERAL 

Oct. 22-24—Robert Morris Associates. 
Regular mid-year conference. Home- 
stead Hotel, Hot Springs, Va. 

Dec. 2-6—Investment Bankers Associa- 
tion of America, Bon Air Hotel, 
Augusta, Ga. 


1937 
May 18-20—Texas Bankers Association, 
San Antonio. 
May 24-26—Oklahoma Bankers Asso- 
ciation, Oklahoma City. 
June 2-3—South Dakota Bankers Asso- 
ciation, Rapid City. 
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LIMITS OF A MANAGED 
CURRENCY 


Ir you have a person where you can 
manage him, you can make him take 
managed money; but if you can’t man- 
age him, you have to pay him gold. 
This suggests that gold is not quite 
the discredited standard and medium 
one hears so much about.—.V. Y. Her- 


ald Tribune. 


THE FUTURE OF STATE BANKS 


To scuttle our state banks, whether it 
be done in the name of unification, efh- 
ciency, centralized control or what-not, 
will be to destroy something that is not 
only distinctly American, but a mighty 
force which has wrought well in the 
long, upward climb which America has 
made in 150 years toward world su- 
premacy.—William S. Elliott, vice- 
president, Bank of Canton, Ga. 





Financial Advertisers Meet in Nashville 


HE “Human Side of Finance” was 

the theme of the annual convention 

of the Financial Advertisers Asso- 
ciation which was held in Nashville, 
Tenn., last month and attended by 400 
bank advertising and publicity execu- 
tives from all parts of the country. The 
sessions were opened on September 14 
and concluded on the 17th. 


On the closing day of the convention 
the association elected Thomas J. Kip- 
hart, vice-president of the Fifth Third 
Union Trust Company, Cincinnati, 
president; William H. Neal, vice-presi- 
dent of the Wachovia Bank and Trust 
Company at Winston-Salem, N. C., was 
elected first vice-president; George O. 
Everett, assistant vice-president of the 
First Citizens Bank and Trust Company, 
Utica, N. Y., was elected second vice- 
president, and Stephen H. Fifield, assist- 
ant vice-president of the Barnett Na- 
tional Bank, Jacksonville, Fla., was 
elected third vice-president. 

Baltimore was selected as host for 
the 1937 convention. 


Nearly all of the convention speakers 
emphasized the need of restoring public 
confidence in the banks and_ placed 
stress on the “human” rather than the 
technical side of banking. Following 
are significant extracts from the con- 
vention speeches: 


ROBERT |J. IZANT, VICE-PRESI- 
DENT, CENTRAL NATIONAL BANK, 
CLEVELAND 


“My own thought is that banking 
needs to be educated up to the public; 
that I, in my corner of the business, 
might be able to do a better job’ of 
advertising and selling our facilities, 
had I courage enough to live and work 
with families other than my own— 
families who have been on Government 
relief—to share their vicissitudes for 
six months or a year, incognito. I 
think that after a couple of such tours 
of duty with those of lowly station, and 
with those who once had tasted riches, 
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I would gain an insight into true pub- 
lic relations in banking.” 


ROBERT W. SPARKS, VICE-PRESI.- 
DENT, BOWERY SAVINGS BANK, 
NEW YORK 


“We bankers cannot afford to live 
in a land of make-believe. If the re- 
storation of faith is founded only on 
deposit insurance and not on public be- 
lief in the fundamental safety of our 
banks, then private banking in America 
is in a bad way.” 


H. A. LYON, VICE-PRESIDENT, 
HAROLD F. STRONG CORPORA. 
TION, NEW YORK 


“Banks should study public desires in 
the field of banking and the proper 
allocation of the various financial func- 
tions to those organizations to whom 
the public will turn with the least re- 
sistance in each case.” 


MISS BETTY SUTTON, ADVERTIS- 
ING MANAGER, AMERICAN NA- 
TIONAL BANK, KALAMAZOO, 
MICHIGAN 


“The fundamental basis of public re- 
lations is understanding between the 
public and the bank. We all know this, 
of course, but the difficulty lies in being 
able to achieve it. The program of our 
bank includes: 

“Weekly meetings of employes. 

“Personal calls on both customers 
and prospects. 

“Personal letters of appreciation to 
new accounts. 

“Weekly discussions of banking sub- 
jects on lobby bulletin board. 

“Bank trips for school children. 

“Consistent newspaper advertising. 

“Since our inception, weekly meet- 
ings of employes have been held. Among 
the subjects discussed are: 

“Human relationship. 

“Personal appearance. 

“Habits and activities 
bank. 


outside the 
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“Ideas for obtaining new business. 

“The value of reporting to our credit 
department items of interest concerning 
our customers and borrowers.” 


GUY W. COOKE, ASSISTANT 
CASHIER, FIRST NATIONAL 
BANK, CHICAGO, ILL. 


“Bank management should determine 
policy on three points: 

“What advertising may reasonably be 
expected to accomplish. 

“What advertising should be done to 
produce the result. 

“How much the bank can afford to 
spend.” 


H. G. WEAVER, DIRECTOR OF RE- 
SEARCH, GENERAL MOTORS 
CORPORATION 


“Customer research is not merely 
a matter of sending out questionnaires 
—calling on car owners—compiling a 
lot of statistics—those are only inci- 
dents. It’s really a matter of recogniz- 
ing the customer as the hub about 
which all our activities revolve. 

“From the broad viewpoint, customer 
research cannot be looked upon as an 
isolated departmental activity. To be 
truly effective, it must be in the nature 
of a spirit or attitude of mind permeat- 
ing every phase of a business. Or 
putting it still a different way, we might 
say that customer research is simply a 
tool for developing a greater degree of 
human understanding.” 


BELFORD P. ATKINSON, ASSIST- 
ANT SECRETARY, OHIO BANK- 
ERS ASSOCIATION 


“This public speaking question is a 
delicate subject—especially with bank- 
ers. To be perfectly frank, the older 
and more firmly established bankers shy 


away from it. This makes it difficult to 
get the proper coverage in many com- 
munities, for the younger men, while 
perhaps the better speakers, are not 
listened to with the same degree of 
confidence. They have yet to win their 
spurs and in many instances are still 
looked upon as boys by an important 
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part of any mature audience. Time is 
correcting this.” 


I. I. SPERLING, ASSISTANT VICE- 
PRESIDENT, CLEVELAND TRUST 
COMPANY 


“While many banking executives con- 
tinue to argue the question whether a 
national co-operative educational adver- 
tising campaign would be more effec- 
tive than separate ones conducted by 
state, city, clearing house or similar 
local banking groups, the Ohio Bank- 
ers Association has proceeded with a 
comprehensive public educational cam- 
paign to foster good will and to tell 
the facts about banking.” 


RALPH E. BADGER, SENIOR VICE- 
PRESIDENT, UNION GUARDIAN 
TRUST COMPANY, DETROIT, 
MICHIGAN 


“To date this country has enjoyed a 
marked recovery from the low point of 
1933, but this recovery has been only 
partly natural. The current tempo of 
business is still dependent on heavy 
Government deficits and of _price- 
manipulations through legislative efforts 
and credit expansion. 

“Thus, since 1929, we have witnessed 
a series of budgetary deficits in this 
country sufficiently large and with a 
trend sufficiently adverse to cause ap- 
prehension as to whether such a deficit 
will be met finally out of taxes or 
whether the central Government will re- 
sort to some type of inflation to wipe 
out or reduce a heavy Government 


debt.” 


C. E. BROCKWAY, PRESIDENT, 
FIRST NATIONAL BANK, 
SHARON, PA. 


“Our bank had been reorganized, 
and I felt that the biggest single thing 
that I could do was to try to resell the 
bank to the community, and at the same 
time to sell the more than 600 stock- 
holders on the part they should take 
in reselling their bank to the com- 
munity. 

“Motion pictures depicting the activ- 
ities of the bank were the ‘media de- 
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cided upon. With the assistance of a 
local amateur photographer and the ex- 
penditures of $105, a picture was made 
which has done something for us that 
no professionally produced picture, 
without the local color, could have 
done.” 


FRANK A. McKOWNE, PRESIDENT, 
HOTELS STATLER CO., INC. 


“Unless good will has been truly 
created, it is idle to spend money in an 
attempt to ‘maintain’ what isn’t there. 
And continuity of advertising is only 
effective when the advertising that has 
gone before has been also fully effec- 
tive in its good-will-creating purpose.” 


C. M. PRESTON, PRESIDENT, HAM.- 
ILTON NATIONAL BANK, 
KNOXVILLE, TENN. 


“No bank can measure up to its full 
responsibilities unless it possesses to a 
marked degree the absolute confidence 
and respect of the depositing public. 
This confidence must come from the 
knowledge that its affairs are in sound 
condition intrinsically, and must not 
depend upon the assistance of outside 
agencies to insure its patrons against 
loss.” 


FRANK J. REYNOLDS, PRESIDENT, 
ALBERT FRANK-GUENTHER LAW 
ADVERTISING AGENCY, 
NEW YORK 


“T am confident, while much has been 
accomplished in financial advertising, a 
great selling job is still to be done. 
There are great merchandising possi- 
bilities in the financial field, straining 
at the leash. The human side of finance 
must be brought to the attention of the 
public.” 


JOHN E. WRIGHT, MANAGER NEW 
BUSINESS DEPARTMENT, FIDEL- 
ITY TRUST COMPANY, PITTS- 
BURGH, PA. 


“Our publicity cannot be delegated 
entirely to outside persons or organiza- 
tions. To engage publicity counsel and 
leave public relations entirely in their 
hands may be complimentary, but it is 
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unwise and unfair both to your pub- 
licity counsel and to yourself. 

“Even in banks where there is no ap- 
preciation for advertising or publicity, 
it is a good thing to have one officer 
whose job it is to keep in touch with 
public thought trends, with advertising 
and merchandising progress.” 


CARLTON K. MATSON, EDITOR, 
TOLEDO NEWS-BEE 


“The reporter (in seeking news from 
your bank) wants the authority of per- 
sonality behind his story, he wants the 
safeguard of having been to the source. 
He feels that he must get it if he is not 
going to get something else from the 
city editor, and the city editor is right. 
So, to me, it is primary that a pub- 
licity man should accept the inevitable 
and smooth the way for the reporter. 
He should take him to the big boss, if 
it is the big boss he wants to see.” 


MERRILL ANDERSON, NEW YORK 
ADVERTISING EXECUTIVE 


“Far too many Americans, since the 
depression, have fallen into the fatal- 
istic philosophy of ‘What’s the point of 
saving and scraping? Where does it 
get you? Spend it while you've got it. 
You can always get along somehow. 
Have some fun—you only live once.’ 

“I believe in enjoying life as you go 
along, too—and buying useful things 
that make you and your family happy. 
But savings must be part of the picture, 
and if an increasing proportion of our 
people adopt that ‘spend it before you 
lose it’ attitude, the implications are 
very serious for our whole banking 
structure and for the country itself.” 

© 

CREDIT is vital to modern business life, 
admittedly. To this end a central bank 
has a definite and necessitous place in 
our scheme of things economic. But its 
importance and necessity do not justify 
reliance of the entire body politic on it 
as the sole or even the most feasible 
means of bringing universal employ- 
ment, universal health, wealth and hap- 
piness, or any other Utopian condition 
into being.—Wall Street Journal. 





A Program for Public Relations 


By Epwarp L. BEeRNays 


ERE is a five-point program that 

is both realistic and _ practical, 

showing how the banks may ap- 
proach the problem of their public re- 
lations. 


First, the old conception of public 
relations must give way to the new con- 
ception. Public relations is not merely 
a matter of being courteous to bank de- 
positors. It is not merely a matter of 
having a fine white building done in 
marble. Nor is it a matter of the cigar- 
store technique of saying “Thank you” 
every time a deposit is handed in, or 
having the proper format of “Cordially 
yours” and “Sincerely yours” at the end 
of a bank-statement letter. The banks 


must recognize that their interest is also 
the public’s interest, that everything 
they do is a public function as well as 
being part of private business. 


The second step is analysis—self- 


analysis, and analysis of public thoughts 
and desires about banks. Banks and 
bankers must understand this problem 
thoroughly and formulate their plans 
for action on a knowledge of public 
opinion. The banks must know not 
only economic and financial conditions, 
but also public attitudes. 


A survey of public opinion towards 
banks should be made before any plan 
is developed. Such a survey, I am 
confident, will lead to certain concrete 
conclusions: the need for unity of pur- 
pose and action on the part of banks 
and bankers in dealing with the public; 
recognition that banks and_ bankers 
must serve the public interest to sur- 
vive and grow; recognition that the pub- 
lic is today prejudiced, or at least apa- 
thetic towards the function or impor- 
tance to them, of banks; further, recog- 
nition that the attitudes and actions of 
any banker in any community will af- 
fect the public attitude toward all the 
banks and bankers in that community. 
Knowledge of these and other states of 
the public mind must come before any 


plan can be formulated, locally, state- 
wide or nationally. 

The third step is organization of the 
banks for the economic education of 
the public. In this public education, it 
is important that the banks be unified. 
The banks now have the tremendous 
task of breaking down the unfortunate 
notion of the public that banks took 
their money, kept their money, or lost 
their money; and of building up a new 
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In an address before the Massa- 
chusetts Bankers Association, Mr. 
Bernays, who specializes in public re- 
lations, offered this five-point pro- 
gram as a means of restoring favor- 
able public opinion of the banks. 


and sounder idea that banks borrow 
their money, guard their money, and in 
addition enrich them and_ everyone 
else by the wise use of their money; 
that it is the banks that provide the 
funds for the nation’s constructive 
projects. 

In this process of public education 
the banker can well take a lesson from 
the statesman and politician. We live 
in an economic era, yet banking and 
business have not mastered the tech- 
nique of dealing with the public as the 
statesman and politician have today. 
In a changing world where pressure 
groups are constantly at work and pub- 
lic opinion is a shifting factor, the 
banker must now adopt the best methods 
that have been developed in dealing 
with the public. He must use the sound 
methods of public education that other 
groups—educational, social, political— 
have used effectively. His program 
must be in the public interest. 

The fourth step is a definition and 
redefinition, in your public education, 
of the simple, common symbols of bank- 
ing that have lost their old meanings in 
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“We started an analysis of our bank 
(which we had been wanting to do for 
some time) and after discussing it with 
some of my associates we felt that your 
formula is the best that we have been 
able to procure and because of the sim- 
plicity and the fullness with which all of 
the details were covered we decided to 
follow the outline given in your book.” 


L, W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 
Richmond, Va. 


HOW 
TO OBTAIN 
BANK COSTS 


By 
E. S. WOOLLEY 
With a Foreword by 


CARL K. WITHERS 


Commissioner of Banking 
State of New Jersey 


Here at last is a book which will enable 
you to analyze your bank by a method 
which is both simple and complete. Here 
is described in minute detail and with a 
wealth of illustrations a simple method for 
obtaining bank costs and for installing a 
system of bank cost accounting as an aid 
to effective management. 


That this book covers its field and fills a 
long-felt want is demonstrated by the fore- 
word by Carl K. Withers Commissioner of 
Banking and Insurance of the State of New 
Jersey. 

Your name and address on the coupon 


below will bring this book to your desk 
on 5 days’ approval. 


RANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


You may send me on approval a copy 
of “Hew to Obtain Bank Costs” by E. 8. 
Woolley. At the end of 5 days I will 
either remit $5 or return the book. 


the last six years. The vocabulary of 
banking has been so bandied about, 
misused and loosely used, that loose 
thinking and wrong thinking have 
grown in the mind of the public. The 
public has listened to all kinds of wild 
and extravagant ideas about banking. 
“Sound money,” for example, does not 
mean the same thing to everyone who 
uses it. Sound ideas about banking 
should now be placed before the public 
in symbols which the public under. 
stands. 

This public education must use both 
ordinary and extraordinary channels to 
the public. The natural group cleavages 
into which men fall must be the con- 
duits through which banking informa- 
tion and the banker’s point of view are 
carried. Talks at meetings where people 
gather, at universities or Rotary Clubs, 
at women’s clubs or church forums, 
must be given. Disinterested men and 


women who recognize the importance of 
the issue will join in the activities. The 
motion picture and the radio must play 
their part. 

Lastly, the banker himself must as- 


sume in the community the place of 
leadership that he deserves and that the 
Americar system demands of him. The 
banker must recognize that, in asserting 
his leadership, he must become a real 
leader in the community of which he is 
a part. He must assert his leadership 
in projects not associated with banking, 
as well as in banking. His public will 
respond to him and to banking if he 
becomes a leader. 


@® 


BANKERS HAVE LEARNED 
LITTLE 


BANKERS have learned little from the 
troubles of the last six years. I believe 
that those who are now buying callable, 
non-convertible, low-rate, 20-year bonds 
for their institutions are making a great 
mistake.—Roger W. Babson. 


© 
ANOTHER thing that keeps this country 
in a turmoil is the well-known affinity 
that strong lungs have for weak heads. 
—Thomaston (Ga.) Times. 


SAYS 





Banks Should Make Personal Loans 


By A. P. GIANNINI 
Chairman, Bank of America, N. T. & S. A. 


[Reprinted from the San Francisco Examiner] 


N the past four years the deposits of 

all banks of the nation have in- 

creased $3,143,000,000, while loans 
have decreased $10,976,000,000. At 
the close of 1931, deposits of American 
banks amounted to 45,821 million dol- 
lars and loans totaled 31,305 million 
dollars. At the close of 1935, deposits 
amounted to 48,964 millions, and loans 
had shrunk to 20,329 millions. 

In other words, four years ago the 
banks of the United States had 68 per 
cent. of their depositors’ funds invested 
in loans and discounts. At the end of 
last year only 41 per cent. of their de- 
posits were so invested. 

Commercial banking in the United 
States is rapidly developing into all- 
round banking, for commercial banks 
today have in excess of ten billion dol- 
lars of savings funds. What should the 
credit policy of the commercial banker 
be under these conditions? Too many 
bankers with a generous proportion of 
their deposits in the time category have 
attempted to operate their banks as 
though they were strictly commercial 
banks and all deposits were of the de- 
mand type. This had led them to an 
almost slavish adherence to liquid in- 
vestments, consisting of gilt-edged bonds 
and short-term loans, generally referred 
to as eligible paper. 


Retailing Credit 


Many bankers of the nation have 
failed to realize a salient fact: There 
is a heavy demand for bank credit from 
borrowing quarters which heretofore 
have not been regarded by bankers in 
general as being an effective outlet for 
loans. 

Bankers who recognize the necessity 
of changing their operating methods as 
the times change have already arrived 
at this realization. Those bankers al- 
ready have made their loan facilities 


available to the individual. They are 
retailing credit, where previously the 
majority of banks were wholesalers of 
credit. 

Ten billions of savings funds held ‘by 
the commercial banks of the country are 
in general the same type of thrift ac- 
cumulations that find their way into 
mutual savings banks, life insurance 
companies, building and loan associa- 
tions and other similar institutions. 
These funds should, therefore, be in- 
vested largely in the long-term field so 
as to yield a reasonable return for the 
saver. 

Depositors may tolerate a lesser rate 
for short periods as at present, but in 
the long run, if these savings deposits 
are not so invested by the commercial 
banker, they will eventually leave him 
and go to credit institutions which will 
employ them in the long-term field. 


Personal Loans 


Not only must commercial bankers 
recognize the necessity of making long- 
term loans in some reasonable propor- 
tion to their savings deposits, they must 
also recognize the credit standing of the 
individual. 

Some bankers are making these modi- 
fications. Recently twenty-five banks 
and trust companies applied to the New 
York Banking Department for permis- 
sion to establish personal loan divi- 
sions. That is a step in the right direc- 
tion, and it is being taken in many 
other localities. 

There are other means of retailing 
credit beside personal loans, however. 
For example, there are loans to finance 
the purchase of automobiles, loans to 
modernize homes, loans to finance the 
purchase of household equipment, and 
installment loans for the purpose of 
building or buying homes. 

The individual borrower is no new- 
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comer in the field of installment loans. 
Before banks undertook to satisfy his 
borrowing requirements, other credit 
agencies took him under their wings, 
and sometimes it was a costly procedure 
for him. 

The individual borrower has an ex- 
cellent record. He pays his debts. The 
records of banks which have made per- 
sonal loans over a period of years prove 
the integrity of the small borrower. 

Today, he is a better loan prospect 
for a bank than ever before. Such leg- 
islative factors as social security, old 
age pensions, Federal insurance of bank 
deposits, and governmental insurance 
of various types of installment loans, 
have made bank loans to individuals a 
preferred investment. 


Credit Variety 


With the protection of deposit insur- 
ance and with Federal Reserve credit 
available when needed on the basis of 


the soundness of the paper offered 
rather than on its liquidity, I consider 
it both the banker’s duty and his op- 
portunity to supply the community with 
credit of the type that is demanded. 
The commercial banker today is, as be- 
fore, a merchant of credit. But he is 
no longer limited to any one type of 
article. On his counters he may now 
safely and profitably display a variety 
of credit offerings to suit the varying 
needs of nearly all types of borrowers, 
just as he offers a multitude of services 
to his other customers. 

The alert commercial banker is not 
waiting for loans to come in, he is de- 
veloping loans in the various fields 
above referred to. With the low average 
yield of the investment portfolio, this 
is the logical road to improved earn- 
ings. And with the fundamental changes 
in the banking law mentioned above, 
he may safely enter these wider fields 
of credit. 





Politics and Foreign Trade 


XPORTERS and many _ other 

friends of reciprocal trade agree- 

ments have been downhearted 
since the close of the convention at 
Cleveland. They saw the Republican 
party, in the face of contrary advice 
from some of their own most prominent 
partisans, proclaim against that policy 
in terms that seemingly could not be 
misunderstood: “We will repeal the 
present reciprocal trade agreement 
law.” 

Since then news that should comfort 
our foreign traders has been trickling 
from the inner circles. It comes from 
sources which are generally well in- 
formed and dependable, and appears 
to indicate a political house divided 
against itself. 

One item states that as originally 
written, the platform did not declare 
for repeal of the agreement theory, but 
did denounce the “secret negotiation” 
feature of the policy as now carried 
out at Washington. It will be recalled 
that the vice-chairman of the resolu- 
tions committee told the press before 
the formal reading of the platform that 
there was no thought of repealing, or 
altering, agreements now in effect. But 
it seems that the committee as a whole 
reversed that statement, much to the 
astonishment of many of the party 
leaders. 

There appears to be another schism 
in the party’s ranks which offers hope 
toward continuance of reciprocal in- 
ternational trade. At the May conven- 
tion of the Association of New York 
State Republican Clubs a platform was 
adopted in which it was stated: “We 
condemn the present tendency toward 
economic isolation which, unless 
checked, will drive the world into 
another era of war.” 

Another public utterance of special 
significance is that of the vice-presi- 
dential nominee: “We cannot regain 
our export markets unless we are willing 
to import goods from other countries.” 

There are others high in the ranks 
of the party, whose views might have 


a tempering effect during the coming 
four months, and after. Notable 
among them is Robert Lincoln O’Brien, 
Massachusetts Republican, and recently 
reappointed chairman of the Tariff 
Commission which the Republican plat- 
form proposes as the logical body to 
handle its foreign trade policy. Mr. 
O’Brien has been conspicuous as a 
campaigner for reciprocal trade, and 
is not expected to change his views. 

So it would appear that the tariff 
picture is not as dark as painted by 
the partisan press. However, those 
citizens who believe in and want 
reciprocal trade agreements should not 
relax their vigilance, nor their activi- 
ties. They should remember that some 
of the most influential members of the 
Republican party did not prevail at 
Cleveland; that the appeals of some of 
the most politically powerful trade 
organizations were brushed aside; that 
untold damage to our foreign trade can 
be done during the next four months 
by self-seeking political opportunists. 

It appears self-evident to us that this 
is the time that every individual foreign 
trader and every foreign trade club, 
bureau and association will have to get 
into the struggle to keep international 
trade flowing freely—Export Trade 
and Shipper. 


© 
RELIEF EMERGENCY IS OVER 


By innumerable measuring sticks, the 
emergencies which brought the Govern- 
ment into relief have passed. Produc- 


tion is increasing. Business is reviv- 
ing. Factory employment and payrolls 
are up. Money is available for busi- 
ness expansion. In the face of these in- 
controvertible indexes of better times 
it is imperative to the financial health 
of our Government and the moral stam- 
ina of its citizens to end the dole, in 
whatever form, which sustained so many 
millions through the depression.—Har- 
vey D. Gibson, president, Manufacturers 
Trust Company, New York. 
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The Approach to Inflation 


By Orrin G. Woop 


President, Investment Bankers’ Association of America 


INFLATION may come upon us by two 
roads. The first is through an undue 
expansion of currency; the second is 
through an undue credit expansion. As 
to currency inflation, through the de- 
valuation of the dollar, the silver pur- 
chase act and other acts, a huge base 
for currency inflation is in existence. 
Yet it is my strong belief that if we 
have inflation in this country it will not 
come, at least in the first instance, 
through currency. In the first place, 
despite the desire of certain members 
of Congress and others to pay the bonus 
by issuing currency, I think the Presi- 
dent and his advisers have shown a 
laudable desire to prevent an undue ex- 
pansion of the currency. Secondly, 
however, and more important, we are 
not a currency using nation. The vast 
majority of our transactions are settled 
by check. 

The second road by which inflation 
may come is through credit expansion; 
and this road has several lanes leading 
into it. The first is a demand by in- 
dustry for credit disproportionate to its 
increased activity. With the large ex- 
cess of productive capacity in industry, 
I do not believe the road to credit 
inflation will be down this lane. A 
second lane to the road to credit in- 
flation is speculation. That may come 
in stocks, in commodities or in real es- 
tate. As to this lane, I am greatly 
encouraged, and I think you should be, 
by the recent action of the Federal Re- 
serve Board in raising the margin re- 
quirements for those who wish to bor- 
row to carry stocks. 

We then come to the third and last 
lane leading to the road to inflation 
and that is governmental borrowings 
due to large unbalanced budgets. If 
inflation comes, I am certain that it 
will march down this lane. In fact I 


From an address. 
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think it is slowly marching down this 
lane today. 

To my mind, the most immediate fear 
of inflation comes from the unbalanced 
Federal budget — the unwillingness to 
levy taxes and to decrease expenses, so 
as to balance the budget. I believe 
the investment bankers of the country 
should do their share to educate the 
public to the necessity of an immediate 
balancing of the Federal budget, and 
the dangers of inflation if it is not 


done. 
=a 


WOULD ABOLISH POSTAL 
SAVINGS 


THE Postal Savings System is no longer 
necessary, now that bank deposits are 
insured up to $5000. 

The Postal Savings System was never 
designed to perform any banking func- 
tions. It was originally designed to 
furnish safety to depositors at the cost 
of lower rates of interest than were paid 
by banks. Today the system presents 
a spectacle of illegitimate competition 
with banks and pays higher rates of in- 
terest than can or should be paid by 
banks. 

This competitive bidding for funds 
which rightfully and properly belong 
to the nation’s banks must be stopped. 
Today there is a fund of over $1,000,- 
000,000 in postal savings. These de- 
posits must be returned to the banks 
where they can play their part in sup- 
port of trade and commerce.—Henry M. 
Steagall, chairman of House Committee 
on Banking and Currency. 


—@— 


GoLp coins more than seventy years old 
were plowed up by a farmer near Hud- 


son, Wisconsin. It is thought some 
earlier AAA must have sprayed the 
neighborhood.—Barron’s. 
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This is the last of a series of 
six articles on the development and 
technique of small loans by banks. 





More profitable banking 


Banks in the future will have to depend 
more and more upon their ability to obtain 
a sufficient income from the consumers of 
their services to continue to operate at a 
profit, as former sources of banking income 
have been seriously curtailed. One sound 
source of income is the checking account 
service charge. 


120 pages, 644 x 914, $3.50 How to charge for this service correctly and 
Illustrated with charts and tables scientifically is told in— 


Analyzing Checking 
Accounts Scientifically 


by FREDERICK W. HETZEL 
Assistant Treasurer, The Trust Company of Jersey City, N. J. 


T is not enough to simply say “Let’s put on a service charge.” If the service 

charge is here to stay and if it is to be accepted willingly by commercial bank 

depositors it must be based on a scientific analysis of each account and must be 
fair to all concerned. 


Also the process of analysis and the deter- 
The Chapters: mination of the charge must be reasonably 
- Our Present Difficulties. simple and must not be more costly in time 


Pesharaniaiel and effort than the results warrant. 
. Analyzing the Account. 


, Metehtietias a Princisle for Mr. Hetzel in his book starts with the 
Se ee. problem which is common to all commercial 
-E se Items. ‘ 
hse Cas banks today and proceeds to show how this 
. The Problem of Float. g 5 
: problem may be solved in a manner which 
. Rewarding the Profitable Ac- ; ; 
count. will prove satisfactory not only to the bank 
. Making an “‘Analastic’”’ Analy- but to the bank’s customers. 


sis—Proof of Analysis. 
. The Use of Analysis Cards. A valuable feature of this book is the publi- 
- Graduated Charge Schedule. cation, for the first time, of the author's 


. When Reserve Is Computed oi 4 
gg ge ental tables which have been carefully worked out 


. Profit Base Employed Justified. to determine the amount of charge required 
. Expediting the Work. to rectify an account with deficient balance. 
. Putting the Plan into Effect. These are based ona given reserve, a given 
. What a Deposit Is and How em ° s ed 
os Sata Ie Deena, yield and a given profit but may be chang 
to fit the circumstances of any bank. 
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MALL loans are sought either to meet necessities 
S or to gratify ambitions. ‘Those for ambitious pur- 
poses find their incentive in periods of prosperity. 
Ample and apparently continuing incomes are the urge 
to borrowers and lenders which expand loaning activity. 
This incentive is lacking in depressed times. A low ebb in 
production and consumption has an equal retarding effect 
on both bailees and bailors. This mutual feeling reduces 
volume in depressions and increases them in rising or 
prosperous periods. The years 1928 and 1929 brought 
high volume with little effort on the part of loaning institu- 
tions, while in 1932-38, in spite of increased advertising, 
total loans dropped. Those entering the small loan field in 
depressed times selected their location and methods for de- 
veloping volume carefully. ‘Too many small loan sources 
present the same problem as too many banks in a given 
area. Not only are fewer loans made, but the amount per 
borrower is reduced. It has been shown that small denomi- 
nations in personal credits are the costliest in handling. 
The foremost ideal of every small loan department, if 
successfully operated, is properly to serve the public. To 
do so it must obtain a volume of loans which is impossible 
in most communities should all the commercial banks in 
that community open personal loan departments. For 
example, a community which is today supporting nine 
sound and profitable commercial banks has its entire indus- 
trial banking needs amply serviced by one adequately 
operated industrial bank and one small personal loan office. 
Other communities offer the following set-ups in bank- 
ing service: 
City of 120,000 population, 11 commercial banks, 1 industrial 
bank, 2 auto loan companies, 1 personal loan office, 2 pawn-shops. 


City of 400,000 people, 28 commercial banks, 3 industrial banks, 
6 auto and personal loan companies. 


Larger cities show about the same percentages. 

In the case of the city with 120,000 population it 
appears that the entry of five commercial banks in the per- 
sonal loan field has taken loans from the one industrial 
bank and a few car loans from the two auto loan companies. 
The personal loan office handles largely chattels and 
pledges, not ordinarily considered suitable bank security. 
However, the total volume of loans now reported by the 
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five banks operating personal loan plans added to the 
present volume of the industrial bank is not much greater 
than the former volume of the industrial bank. The indus- 
trial bank is now handicapped in giving service due to 
reduced volume. Neither commercial bank has a sustaining 
volume. 

Consideration of this point is of greater importance than 
the numerous statements still being advanced regarding 
the necessity for clearing up the whirlpool of confused and 
distorted small loan service. Critics persist in continuing 
their belief that the small borrower is confronted with “a 
complicated maze of charges and ways of operating.” To 
those in the field there has never been anything very com- 
plicated about the charges for credit. The past five years 
have shown a marked improvement in the standardization 
of small loan conveniences. The entrance of banks in the 
field of personal loans in many states has had its effect in 
the financial education of small loan seekers. There is less 
‘ause today to bewail the lot of the small borrower than 
ever before. 

The argument, however, that more legitimate small loan 
agencies are needed, is still true. The statement that the 


field offers “plenty of business for all” is today no more 
correct than it is to argue for more and better grocers in 
times of low buying power. Better ones are needed always, 
but not more in saturated periods. Illegitimate and un- 
licensed lenders have to some extent decreased in number 
within the past five years. 


The Question of Rates—Arguments are prevalent, even 
among legislators and those occupying high positions, as to 
whether a definite small loan rate should be set. Most com- 
mercial bankers having had experience in this type of loan 
have arrived at the conclusion that the retailing of money is 
a group service and that a series of prices must be set 
according to the social stratum served or security offered. 
While 31% per cent. per month on unpaid balances may be 
only a sustaining rate for certain chattel and remedial loans, 
it would be grossly unfair for the small borrower possessing 
bankable collateral or continued earning ability above the 
average. The discount plan, one of the oldest established 
practices known to commercial banking, has permitted a 
variance in rate in accordance with the risk or collateral 
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furnished by this type of borrower. Whether state legisla- 
tors set maximum discounts or a stated interest plan, either 
must be flexible to operate justly. Most bank borrowers 
understand the fairness of larger discounts for small 
amounts, as well as lower rates on larger advances secured 
in a manner to provide greater safety and less service for 
the loaning institution. A definite rate on all loans works 
an injustice to low and high-risk, or low and high-amount 
borrowers, one group being over-charged, the other under- 
charged. Recent research has been directed to the feasi- 
bility of establishing a standard scale of sliding rates. An 
interest rate may be illustrated in dollars to the borrower, 
while a discount rate is basically explained in dollars. 
Personal finance organizations and industrial banks illus- 
trate how effective and practical such sliding charges may 
be in operation. 

The question is frequently asked as to what is the actual 
rate paid by a borrower or earned by the bank on a dis- 
counted transaction. The actual return is, of course, 
greater than the nominal rate. This is ordinarily the argu- 
ment advanced by critics of the discount plan. However, 
when interest is charged on outstanding balances the actual 
profit is likewise greater than the rate quoted. In this con- 
nection, considerable unnecessary confusion has arisen be- 
cause it has become almost a custom for many to speak of 
the “magic turnover” in small loans. Many banks have 
found it advisable to explain, especially to borrowers, that 
turnover is only the re-loan value of payments received, or 
payments and interest, if an interest bearing note plan is 
in effect. Under the discount plan it is explained that the 
borrower first pays back the actual cash advanced, the dis- 
count being paid last as the charge for money and service. 
The interest note plan receives interest monthly, which is 
re-loaned. It thus accrues a net degree of profit slightly 
higher than the interest charge quoted. This over-plus 
accruing in an interest bearing transaction is sometimes not 
clear to borrowers. 

One may approach the field of small loans with the 
knowledge that it is a false conclusion that low rates are 
necessary to attract applicants. When rates are low a 
correspondingly higher type of borrower must be selected. 
Such types are usually not sufficient in number to furnish 
paying volume except in a limited number of metropolitan 





THE BANKERS MAGAZINE 


areas. It has generally been found more practical and 
convenient to lower rates than to increase them after estab- 
lishing a volume of borrowers. 


What Is a Reasonable Profit?—This question is upper- 
most in the minds of those considering the field. It resolves 
itself into a comparison of profits sought in other fields. In 
the past, private capital has been promised larger profits in 
small loans because of reported risk. What has been 
charged has little or no bearing on the present-day bank 
rates. The bank obviously must make a net profit on 
personal loans equivalent to its net return on other kinds 
of loans. Generally speaking, if this is done, no conflict 
arises between banks and other agencies of personal credits. 
This statement is not based on supposition. It is made only 
after a thorough study of costs in banks in all states. In 
the past, no objection has been raised when the profit on 
small loan transactions has exceeded 10 per cent., although 
this is greater than the average net return on this kind of 
credit. A profitable charge for handling small loans in a 
large bank, will, in almost all cases, not amount to a profit- 
able rate in a small bank. Although this fact makes it 
appear that small banks cannot enter the field, such is not 
the case. Small borrowers are becoming better educated 
on costs and charges, but in most cases when applying for 
a loan are not shopping for rates. Their need is usually 
urgent. Certain banks are loaning at 6 per cent. discount, 
while others in the same city loan at 8 per cent. discount. 
Each knows its sustaining rate. There are examples of 
banks in the same neighborhood charging different rates for 
small credits, each having determined its rate according to 
its particular clientele. The same fact has existed and con- 
tinues regarding larger advances. It is a long road to the 
ideal of strictly uniform rates in all banks. 

Former arguments on intangible profits such as good 
will, profits through new contacts and advertising, have 
been generally discarded. A previous article indicated that 
those banks able to obtain volume have found better ways 
than intangible profits to increase dividends. Just how 
cost per item may be reduced is explained by a bank 
handling in excess of five million in loans: 

“When we first opened our department, having only a 
few applicants a day, we ordered separate telephone reports 
on each from a rating company. As our business increased 
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we found we could hold the applicant’s statements until we 
have three or more and call them all at one operation, 
receiving back the same number of reports at one operation. 
At first we called references direct on each applicant. 
Later, in receiving more, we grouped all credit calls. We 
would, in the course of half a day, sometimes have two or 
three giving the same reference, such as a leading depart- 
ment store or other merchants or banks. We could call this 
reference only once a day, getting references at one move- 
ment. There were certain operations that could not be 
reduced, but we found it was ten times faster for a mes- 
senger to take ten application statements to our credit 
investigators, than one at a time. As our department grew 
we finally boiled down the operations so that each of us 
had certain duties to perform. It is possible for one to 
perform a given operation with more speed and less diffi- 
culty if he or she does that one thing alone.” 

This bank goes on to enumerate various short-cuts that 
were developed in filing, sending notices, and carrying out 
the numerous detailed duties connected with handling small 
credits. This bank is confident the work could not be 
accomplished at the rate charged on a small volume. 

We now know that the control of personal credit is 
highly important. In this respect, it is similar to larger 
credits. The over-extension of credit may cause resultant 
injury to those in the field of production. While the ma- 
jority of personal loans have as their cause acute human 
need, such needs are often occasioned by wrong financial 
policies. The maker of small loans assumes an obligation 
properly to direct—as much as possible—the affairs of 
borrowers. While the belief that a wide majority of small 
borrowers would automatically become savers has been 
exploded by a number of banks, these same institutions have 
improved social and financial conditions by careful counsel 
with borrowers and applicants. These folks have not be- 
come savers to any great extent, but they have in many 
cases absorbed a page or two of good business sense from 
the book of sound financial engineering. Statistical infor- 
mation regarding mass finance in its relative position with 
other ranking industries has been almost entirely neglected. 
No one knows or has ever known the annual volume of 
time and installment sales in the United States. No one 
knows the total of personal credit being extended by the 
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various sources. Only one phase of personal credit is 
recorded—the number of automobiles sold and financed. 

Small loans have illustrated the safety and practicality 
of handling all loans, with few exceptions, on the amortiza- 
tion plan. The principle has found its way to real estate 
loans and other types of larger credits. Monthly payments 
offer liquidity and in the few cases of default permit im- 
mediate adjustment. Bank losses have been surprisingly 
small and bankers have found cause to wonder how Mr. 
and Mrs. John Smith, managers of the typical American 
family, do as much as they do with small advances. They 
are now entering an era in which the government, the 
state, county, city, the banker, the employer and probably 
the neighbor, can tell them where and how to borrow. 
Industrial loan economy and convenience has reached a 
high-mark. John will always be a problem to many loan 
managers. He will buy too much and save too little. 
Occasionally he will be declined at his bank. Then he’ll 
slip up to a back room on the fifth floor of a dingy fourth 
rate building. ‘There he will pay the handsome bonus of 
$5 for the use of $5 for ten days. He'll not tell the “Mrs.” 
he had a losing streak with the boys. She'll not tell him 


she borrowed to buy Betsy the alto saxophone. But all 
the while the years slipping by record the careful guidance 
of the three little Smiths through graduation and marriage. 
Better homes! More complete living! A greater nation! 
Back of it all, operating ceaselessly and quietly, but with 
lasting effect, is the small credit and its proper application. 


This series of articles will be published in book form 
shortly. If you would like to receive an announcement when 
the book is ready, send your name and address to 


BOOK DEPARTMENT 
Bankers Publishing Company 


465 Main Street, Cambridge, Mass. 
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ings department. From the chart showing allocation 
of expenses, we find that the monthly charges against 
the savings department are as follows: 


eis next step in our analysis of the bank is the sav- 


Depreciation 


Unallocated and official 


$269.92 


In order to figure costs in the savings department it is 
necessary to use a unit basis. In this instance by taking 
into consideration the time element, we figured that it took 
twice as long to cash a withdrawal or a check presented by 
a customer than it did to accept a deposit. Consequently, 
on this basis we use one unit for deposits, two units for 
withdrawals, two units for checks cashed. Based on the 
monthly average of 1264 deposits, 1423 withdrawals, 521 
checks cashed, and reducing them to a unit basis and apply- 
ing the activity against the expense, we find that the cost 
of a deposit will be 5 cents and the cost of a withdrawal or 
check cashed 10 cents. 

The next step, of course, is to obtain an analysis of the 
classification of accounts. By running off the active savings 
accounts, we obtain the following classifications: 


No. of Per Cent, of Per Cent. Represented 
Class Accounts Total Accounts in Dollars in Dollars 


Under $10.00 37.4 1.2 $7,210.00 
$11.00 to 50.00 25.4 4.2 25,397.00 
$51.00 to 100.00 10.2 4.8 29,625.00 
$101.00 to 250.00 12.4 11.5 70,850.00 
$251.00 to 500.00............ 6.4 12.1 74,400.00 
$501.00 to 1000.00 4.4 19.2 118,300.00 
$1001.00 to 5000.00 136 3.6 36.6 225,300.00 
$5,001.00 or over............ 2 10.4 63,700.00 


3,858 100.0 100.0 $614,782.00 


The analysis discloses that 2423 accounts or 63 per cent. 
of the total number of accounts represent less than 51% 
per cent. of the total deposits and yet this 5 per cent. of 
deposits represents approximately 65 per cent. of the total 
expense. It is evident from this analysis that many of 
these savings accounts are unprofitable to the bank. 
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In order to correct the matter of unprofitable savings 
accounts, two remedies are suggested: One, eliminating of 
interest where the interest accrued for a six months’ period 
amounts to less than 50 cents. As it would take an interest 
balance of approximately $35.00 to earn this credit, this 
step would eliminate interest on approximately 2400 ac- 
counts or 63 per cent. of the total number of savings ac- 
counts with an annual saving of approximately $900. 
The second step is to work out some basis for either curtail- 
ing the activity or placing savings accounts on somewhat 
of a charge basis. Technically speaking, an analysis of 
savings accounts for the purpose of charging for activity 
so that the expense would be offset by the income from the 
balances would be the equitable way. Any such plan as 
this, however, would entail too great an expense and, while 
the most equitable, would not be the most practical plan. 

We must not lose sight of the fact that savings deposits, 
in theory, are instruments for the accumulation of funds 
on which a good return may be expected and which are 
available when need or emergency arise. It is logical to 
assume, therefore, that it is the intention of banks to 
encourage the building up of savings accounts. Any service 
charge plan that provided for a charge on deposits would 
discourage this idea. 

The expense of the savings department must be met in 
some way. Activity must be curtailed and unprofitable 
accounts placed on a self-sustaining basis. In correcting 
the evils of savings accounts these two factors must be con- 
sidered. Logical solution evolves itself into a service charge 
plan based on withdrawal activity only. 

Interest on savings deposits is computed on the mini- 
mum interest balance and if this basis of figuring is correct 
it is also correct to assume that income should be computed 
on the minimum available interest balance even though 
income from savings, as far as the bank is concerned, is 
computed on average deposits. 

Charging on the basis of withdrawals alone, we would 
use a cost of 15 cents an item. Using this basis and using 
a minimum average figure in bracketing accounts, figuring 
income at 5 per cent., interest paid at 3 per cent., account 
overhead at $1.80 per thousand for a six months’ period 
and desired profit at $6.84 per thousand for a six months’ 
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period, we analyzed the accounts with the results shown in 
the table on the opposite page. 

It is coincidental that these savings accounts after the 
payment of interest and deductions for overhead and profit 
should break even on this basis. Any activity, of course, 
would show a loss. 


The executive officers of the bank in question decided 
that if an account paid its own way without contributing 
necessary profit it would be considered worth while, as 
practically speaking the savings balances are worth more to 
them than the expense for maintaining the department, 
which really is the only amount they would be out. Leavy- 
ing the desired profit out of the analysis, the profit or loss 
from various accounts, before activity, is shown in the 
bottom half of the table on page 366. 


On this basis an account maintaining an interest balance 
under $50 can have one withdrawal for a six months’ period 
without incurring a loss. An account maintaining a balance 
of $50 to $100 can have three withdrawals without incurring 
a loss. 


Due to the fact that interest less than 50 cents would 
not be paid, additional leeway is given on small accounts 
to offset any loss incurred in handling the account. 


In order to curtail activity, encourage savings, discour- 
age withdrawals, and provide against losses incurred due to 
excessive activity, the following service charge schedule 
was proposed. 


Withdrawals Allowed 
Balance Without Charge 


Less than $50.00 
$51 to $100.00 
$101 to $150.00 
$151 to $200.00 
$201 to $250.00 1 
$251 to $300.00 1 


_ The adoption of this charge would result in either an 
increase of income of about $400 a year (if withdrawals 
were charged at 15 cents each) or have a tendency to in- 
crease savings balances about $150,000. This plan of 
charge would be very easy to apply inasmuch as the base 
of charge is the accrued interest, as you can see from the 
accompanying chart, which shows from the interest accrued 
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the balance that must be maintained and the number of 
withdrawals allowed. 


CHART SHOWING FREE WITHDRAWALS ALLOWED 


If the Int. Accrued The Int. Bal. Was No. of Withdrawals 
Amounts to Between Allowed 


$.01 to . $1.00 to $50.00 
.75 to 1. 100.00 
1.50 to 2.2 101.00 to 150.00 
2.24 to 2. ’ 200.00 
2.98 to 3.72. 201.00 to 250.00 1 
3.73 to 4.46 .................251.00 to 300.00 1 


Interest is accrued and paid on interest balance for a 6 months’ period, 
181 days—365-day basis. Excess withdrawals charged at $.15 each. 


May we send you on approval— 


How to Obtain 
Bank Costs 


By E. S. WooLLey 


“We started an analysis of our bank 
(which we had been wanting to do for 
some time) and after discussing it with 
some of my associates we felt that your 
formula is the best that we have been 
able to procure and because of the sim- 
plicity and the fullness with which all of 
the details were covered we decided to 
follow the outline given in your book.” 


L. W. BISHOP, Comptroller, 
State-Planters Bank & ‘Trust Co., 
Richmond, Va. 


Bankers Publishing Company 
465 Main St., Cambridge, Mass. 
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